COUNCIL ON 
PRICES, PRODUCTIVITY 
AND INCOMES 

Third Report 

July, 1959 




LONDON 

HER MAJESTY’S STATIONERY OFFICE 
1959 



Printed image digitised by the University of Southampton Library Digitisation Unit 




COUNCIL ON PRICES, PRODUCTIVITY AND INCOMES 



Chairman Lord Cohen 

Members Sir Harold Howitt 

Professor E. H. Phelps Brown 
Secretary K. E. Boyes 

Assistant Secretary J. Lane 



Printed image digitised by the University of Southampton Library Digitisation Unit 




Contents 



CHAPTER 


PARAS. 


PAGE 


I. Introduction 


1-16 


1 


II. Facts and Figures 


17-51 


4 


Prices 


17-20 


4 


Incomes ....... 


21-24 


7 


Production ' - 


25-28 


9 


Employment and Unemployment . 


29-35 


11 


Production and Incomes .... 


36-37 


14 


Consumption and Investment 


38-42 


14 


Trade and the Balance of Payments 


43-49 


16 


International Comparisons .... 


50-51 


18 


HI. Recent Developments and the Immediate Prospect 52-78 


20 


Introductory 


52 


20 


Recent Changes in the Economic Scene . 


53-58 


20 


Have the Measures of Expansion been Right? . 


59-63 


22 


The Signifieance of Price Stability . 


64 


23 


The Prospects for Expansion .... 


65-73 


24 


Employment, Money Incomes and Prices 


74-78 


26 


IV. The Longer View 


79-101 


28 


Introduetory 


79 


28 


Effect of Overseas Developments on the United 


Kingdom 


80-85 


28 


Do we invest enough? . . . . . 


86-91 


30 


Profit Margins 


92-95 


32 


Unemployment and Redundancy . 


96-101 


33 


V. The Check to the Growth of the United Kingdom’s 


Output since 1955 


102-116 


36 


VI. A Policy for Money Incomes ; a Survey of 


Proposals 


117-140 


41 


Vn. Summary 




48 


APPENDIX. List of those to whom acknowledgment is 


made in paragraph 12 . 




54 



iii 

(77246) A* 



Printed image digitised by the University of Southampton Library Digitisation Unit 




CHARTS 



CHART PAGE 

1. Prices .......... 5 

2. The Index of Retail Prices 6 

3. Incomes . 8 

4. Increases in the Weekly Wage Bill 9 

5. Production 10 

6. Unemployment and Unfilled Vacancies .... 12 

7. Overseas Trade .16 

8. World Trends 18, 19 



Printed image digitised by the University of Southampton Library Digitisation Unit 




Chapter I 



Introduction 

1. The CoimcU were appointed in August, 1957 with the following terms of 
reference : 

“ Having regard to the desirability of full employment and increasing standards 
of life based on expanding production and reasonable stability of prices, to keep 
under review changes in prices, productivity and the level of incomes (including 
wages, salaries and profits) and to report thereon from time to time 

2. They have made two reports, the first on 17th February, 1958, and the 
second on 12th August, 1958. 

3. The original members of the Council were Lord Cohen, Chairman, 
Sir Harold Howitt and Sir Dennis Robertson. Sir Dennis Robertson resigned 
in December, 1958, and his place was filled by the appointment in February, 
1959, of Professor E. H. Phelps Brown, Professor of the Economics of Labour 
in the University of London. 

4. The original Secretary and Assistant Secretary of the Council were Mr. 
W. A. B. Hopkin and Mr. F. T. Blackaby. Their terms of service with the 
Council expired in the autumn of 1958, and their places were filled by Miss 
K. E. Boyes and Mr. J. Lane. 

5. The Council’s terms of reference are so wide that it would plaiiily be 
impossible for them to cover the whole field in any one of their reports. It seemed 
to the Council that, the first matter requiring consideration was the continuous 
rise in prices since the end of the second world war. Accordingly they devoted 
their first report, in the main, to an attempt to determine the cause of that rise 
and to consider what should be the Government’s policy on prices. The Council 
then went on to comment on the measures in fact adopted by the Government in 
September, 1957, and the consequences likely to follow. 

6. The conclusions of the First Report may be summarised very briefly as 
follows: — 

(a) the main cause of the rise in prices and incomes in the post-war period 
had been excessive demand; 

(i) the objective of Government policy should be to stop inflation and not 
merely to moderate its course; 

(c) the introduction of the restrictive measures in September, 1957, was 
fully justified and at the date of the Report the time had not arrived for 
a relaxation of the pressure. But — 

(d) the immediate impact of damping down demand must be a check to the 
growth of investment, and some increase in unemployment. 

7. Though the Council concluded that restraints were necessary at that time, 
they continued to hold in view the steady growth of production and a high 
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level of employment as objectives of economic policy, and the structure of 
the Second Report was arranged with a view to discussing how far, con- 
sistently with reasonable stability of prices, those objectives could be attained. 

8. By the time the Second Report was published, the Government had already 
adopted certain measures aimed at an expansion of demand. The Council 
came to the conclusion that these measures were justified and that policy should 
continue to aim at this expansion, though it should proceed gradually and with 
caution if reasonable stability of prices were to be maintained. 

9. The Council have always regarded it as their first duty to present the facts 
and figures about the movements of prices, productivity and incomes in language 
intelligible not only to economists, but to aU who may be interested in these 
questions. The second chapter of each of their reports has been devoted to 
“ Facts and Figures ” and Chapter II of the present report brings these as 
nearly up to date as published figures aEow. 

10. In Chapter III we review the developments in the eeonomic situation 
since the Seeond Report and consider the prospects for the next few months. 
In Chapter IV we take a longer view of some present problems. In the two 
foUowing chapters we turn from this general review to a more detailed considera- 
tion of a particular aspect of our problem. One of the salient features which 
emerges from Chapter II is the slow rate of growth of our output in recent years. 
In Chapter V we examine the possible reasons for this check. This leads 
us in Chapter VI to discuss what is for many countries to-day the great 
unsolved problem of economic policy, i.e. how to hold a middle course between 
the mood and measures of restraint, which stop prices rising but also hold back 
output and employment, and those of expansion, which stimulate output and 
employment but lead to constantly rising prices. This rise in prices is bound 
up with a rise in money incomes, and the problem would be more manageable 
if there were some means of ensuring that these incomes did not in total rise 
more than output even when the economy was fully extended. Various sug- 
gestions have been made for the development of institutions and practices to 
this end. It may weU be that the time is ripe for a comprehensive survey of our 
current procedure, and the possibility of improving it, by a body specially 
constituted for that purpose. We have felt that we might ourselves usefuUy 
place on record some of the suggestions put forward in recent discussion. We 
have done this in Chapter VI without trying to arrive at any conclusion, but 
with the object of increasing awareness and stimulating discussion of a major 
problem of our time. Chapter VII contains a summary of Chapters II-VI. 

11. On this occasion, as in the preparation of the two previous reports, we 
have not thought it advisable to hold public sessions or require written sub- 
missions from those we invited to discuss our problems with us. We have 
had the advantage of discussions with representatives of the Treasury, the Board 
of Trade, the Ministry of Labour, the Ministry of Pensions and National 
Insurance, the Bank of England, the Committee of London Clearing Bankers, 
the Association of British Chambers of Commerce, the British Employers’ 
Confederation, the Federation of British Industries, the National Union of 
Manufacturers and the National Institute of Economic and Social Research. 

12. A number of those professionaEy concerned with the subjects of our 
inquiries have given freely of their time and thought to comment on parts of 
our argument or to draw up memoranda on the subjects discussed in Chapter VI. 
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We give their names in the Appendix and would acknowledge here our great 
indebtedness to them, but they are in no way to be held responsible for any 
statements of fact or opinion in this Report. We have also derived help from 
the published work of many others who are too numerous to list here. 

13. We again invited the Trades Union Congress to discuss our problems 
with us, but to our regret they refused our invitation. 

14. The statistics used in this report are drawn in the main from Government 
and United Nations publications supplemented in some instances by calculations 
made by the Central Statistical Office and the National Institute of Economic 
and Social Research. 

15. We must again make it clear that the conclusions we have expressed in 
the subsequent chapters of this report are entirely our own and no responsibility 
for them can properly be attributed to any of those who have assisted us. 

16. We cannot conclude this portion of our Third Report without expressing 
our gratitude to our Secretary and her assistants for their invaluable help. 
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Chapter II 



Facts and Figures 

PRICES 

17. By the time the Council had made their Second Report in mid-1958 the 
rise in prices seemed to have been stopped and the Council thought that “ the 
price level of goods and services as a whole may be expected to be almost stable 
in the remaining months ” of 1958 “ with rising labour costs being offset, or 
nearly offset, by lower import costs and lower profit margins ”.0 These 
expectations were borne out and prices have remained steady up to the middle 
of 1959. 

Retail PrtcestF) 

18. The Ministry of Labour’s retail prices index is not intended to be a cost 
of living index because it does not take into account everything people spend 
their money on nor does it cover spending by the whole population. But over 
short periods at any rate changes in the retail prices index are likely to reflect 
similar changes in the cost of living. Chart I shows that there has been no 
progressive upward movement in the index since early 1958. 





1958 


1959 




3rd ' 
Quarter 


4th ' 
Quarter 


1st 

Quarter 


April 


May 


June 


Retail prices index (Average 1956 

- 100) 

Per cent change on year earlier . . 


106-3 
+ 1-9 


107-6 
+ 2-0 


108-2 
+ 2-1 


i 

107-4 
- 0-1 


107-0 
- 0-1 


107-2 
- 0-7 



19. Although retail prices as a whole have not altered very much over the 
past year there have been changes in the price levels of several of the sectors 
which make up the index. In particular, food prices though no higher in June, 
1959 than a year before, fluctuated within a range of about 5 per cent in 
the intervening period. They are important because they account for about 
one-third of the index. The cost of housing continued to go up, though at a 
slower rate than last year; the immediate rises in rents brought about by 
the Rent Act, 1957 must by now have nearly come to an end. Prices of alcoholic 
drink and certain durable household goods (refrigerators, television sets, etc.) 
have fallen following the reductions in beer duty and purchase tax in the Budget. 
Price changes in the various sectors and their effect on the total index are 
illustrated in Chart 2. 



C) Second Report, paragraph 75. 

The price indices shown in Chapter II are derived from official indices, but to make 
comparisons easier, they have all been re-calculated on the basis of average 1956 = 100, 
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1. 




PRICES 




IIO-I 








108' 






Retail prices 


106- 




RETAIL PRICES 


have levelled out 


104- 






over the past 


102- 






eighteen 








months 




1 F M A H J 1 AS 


ONOJFMAMJJ ASOHDIFKAM 






1957 


1958 1959 




108' 








106' 




/Investment goods prices 


and Investment 


104- 






goods prices have 


102- 




, 1 1 1 1 1 1 . 


done the same 




Ql Q2 Q3 


Q4 Ql Q2 Q3 Q4 Ql Q2 






1957 


1958 1959 






Import prices 
ended a marked 
fall early in 
1958 and since 
then have changed 
little. Export 
prices are little 
lower 



106 
104 d 
102 
100 H 
98 
96 
94 d 
92 
90 



WHOLESALE PRICE OF 
MANUFACTURED GOODS 



-V- 



\ 

\ 



WHOLESALE PRICE OF 
BASIC MATERIALS 



Q2 93 
1957 



92 93 

1958 



91 92 

1959 



The Wholesale 
price of 
manufactured 
goods has 

remained virtually 
unchanged while 
the fall in the 
Wholesale price of 
basic materials 
came to an end 
early in 1958 



All figures based on average 1956=100 

5 



Printed image digitised by the University of Southampton Library Digitisation Unit 





*Inciuding transport and vehicles 

■\Durable goods, clothing and footwear and miscellaneous goods 

Other FricesQ) 

20. Like the retail prices index, the price indices covering the rest of the 
country’s output have not altered a ^eat deal in recent months. Price move- 
ments of investment goods (tilings like machinery and factory buildings) and 
exports are shown in the table below and in Chart 1. The wholesale price 
index of manufactured goods measures prices before purchase tax and distri- 
butive margins are added which are ultimately paid by the customer. This 
index therefore records prices at a stage before they appear in the indices of 
retail prices, investment goods prices and export prices. For tliis reason one 
might expect a fall in the price of raw materials to show up first in the wholesale 
price index. Chart 1 shows that prices of basic materials, a large part of which 
are imported, feU sharply in 1957 and the early part of 1958; they have since 
risen a little. In their Second Report the Council noted that imported materials 
account for about one-fifth of the ex-works cost of finished manufactures and 
they thought that after allowing for some time-lag a part of the benefit from 
lower raw materials prices was yet to come.(2) Up to mid-summer 1959 there 
was still not much evidence of this benefit appearing in the form of lower prices 
and it appears that it has been offset by rises in pay and profits during 1957 and 



O See footoote (*) on page 4. 

(*) Second Report, paragraph 22. 
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Average 1956 = 100 


1958 1 


1959 


3rd 

Quarter 


4th 

Quarter 


1st 

Quarter 


April 


May 


Investment goods prices 

Export prices 

Import prices (all items) 

Import prices (basic materials) 

Wholesale prices of manufactured goods* . . 


107-8 
103 1 

94 
88 

103-8 


107-0 

103 

94 

86 

104-2 


106-4 

103 

93 

86 

104-6 


not av 
103 1 

91 1 

86 

103-9 


ailable 

103 

92 

86 

104-0 



* The Jxine figure, issued since this report went to the printer is 104* 0. 



INCOMES 

21. Of the national income about three-quarters takes the form of income 
from employment and one-quarter consists of net profits together with rent and 
income from self-employment. If the calculation is made alternatively on the 
basis of gross profits and the gross domestic product, the proportions become 
about two-thirds and one-third. Gross profits are reckoned before any allow- 
ance for depreciation and therefore exceed firms’ true incomes. In 1958 income 
from employment, including employers’ contributions and Forces pay, was 
4 per cent higher than in 1957, while other incomes were IJ per cent higher. 
Company profits fell sharply although there were some signs of recovery towards 
the end of the year. The table below shows how all these figures moved in 
1958 and the fii'st quarter of 1959. The relative importance of the main kinds 
of income in the sum total of aU incomes is illustrated in Chart 3. 



Per cent change on a year earlier 






1958 






1959 


Year 


1st 

Qtr. 


2nd 

Qtr, 


3rd 

Qtr. 


4th 

Qtr. 


1st 

Qtr.C) 


Income from EmploymentC) 


+ 4 


-b 51 


-b 4 


+ 2i 


+ 31 


+ 21 


Other mcome(*) 


-b li 


-b li 


+ 2 


+ i 


+ 21 


+ 41 


of which: 

(i) jtross company profits 


- 4i 


- 4i 


- 7 


- 7 


- 1 


+ 3 


(ii) surpluses of public corpora- 
tions and enterprises 


-b 9 


- 3 


+32 


+12 


+ i 


+ 8 


(iii) incomes from self-employ- 
ment, and rent . . 


-b 8 


-b 9 


+ 9 


+ 8 


+ 61 


+ 51 



C) Wages, salaries. Forces pay and employers’ contributions. 
(*) Before adjusting for depreciation and stock appreciation. 
P) Provisional. 
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INCOMES 



3 . 



The changes in the first quarter of 1959 compared with a 
year earlier in the three main groups of incomes. (The 
width of the bars corresponds to their importance in 1958) 




PROFITS AND RENT 



22. Among personal incomes wages and salaries are by far the largest item — 
they account for about 65 per cent of all personal incomes — and in 1958 they 
rose by 3 per cent over the previous year; the other kinds of personal income, 
while much smaller in total, increased proportionately more than wages and 
salaries. In particular we note that the amount paid out in dividends and interest 
by companies and public corporations rose by 6i per cent in 1958 although 
company profits fell. 

Wages and earnings 

23. The course of wages can be followed a little beyond the first quarter of 
1959 by turning from the amount paid out in wages and salaries to the index 
of weekly wage rates. There have been no major wage increases in 1959 up 
to mid-July, and the index has remained fairly steady since the beginning of 
the year. Several wage claims are, however, contemplated or in process of 
negotiation. 





1959 




1st 1 
Quarter ' 


I April 


May 1 


June 


j 

Index of weekly wage rates (Jan. 1956 = 100) 


116-5 


116-7 


116*8 


116-8* 


Per cent change on a year earlier . . 


-I-3-6 


+3-6 


-f3-4 


+2-9 



* Provisional. 
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4. INCREASES IN THE WEEKLY WAGE BILL^ 




Jati-June Jnly-Dec Jan-June July-Dee Jan-June 
1957 1958 1959 



The weekly 
wage bill rose 
by £5'3 million 
in 1957 and 
by a further 
£3‘5 million in 
1958. In the 
first half of 1959 
the rise was 
£0'7 million 



• Increases due to changes in wage rates for a full ordinary week’s work for manual workers. 



24. From October 1957 to October 1958, earnings were not increasing as fast 
as wage rates because the recession had lowered the amounts paid out for 
overtime and bonuses on production. There may, too, have been less need for 
employers to bid up wages in order to attract labour. By April 1959, however, 
earnings were again increasing faster than wage rates. 



Per cent increase | 




Oct. 1957 to 


Oct. 1958 to 


Oct. 1957 


I Oct. 1958 


April 1959 


Average weekly earnings 


+5-9 


+2*3 


4-2-4* 


Weekly wage rates 


+5-5 


4-3-7 


4-0*7 



* Provisional. 



PRODUCTION 

25. At the time of writing this Report, production is beginning to rise. We 
cannot say on the evidence of a few months’ figures whether the rise indicates a 
substantial upturn in activity, but the prospects seem good for the rest of the 
year. 

26. Taking 1958 as a whole, national output and the index of industrial 
production were 1 per cent below the figures for 1957. National output, or gross 
domestic product at constant prices, includes all economic activity in both 
production and services, while the index of industrial production is restricted 
to production in manufacturing industry, mining and quarrying, construction, 
gas, electricity and water. Both are used as measures of the volume — as opposed 
to the value — of output. After making seasonal corrections the index of in- 
dustrial production in the first quarter of 1959 was barely above the level of 
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the first quarter of 1958, but in April and May there were rises of about 4 per cent 
compared with April and May 1958. 



5. PRODUCTION 



National output and industrial production are 
beginning to rise again after a three-year check 




Per cent change on a year earlier 


1958 


1959 


1 

1 1st Quarter 


April 


May 


Index of industrial production (seasonally 
adjusted) 


-1 


4-i 


-1-4 


H-4i* 



♦ Provisional. 



Productivity 

27. Increasing productivity is the key to economic progress but it is not 
an easy thing to measure. Output per person can be calculated and in the short 
run it is probably as good a measure as any, but it is as well to know what its 
limitations are. Broadly speaking an increase in productivity means producing 
more with the same amount of resources. However, these resources — employees, 
management, capital equipment and raw materials — act together and it is not 
easy to show how much of additional output is attributable to one and how much 
to another. When, therefore, we read of output per person going up, this may 
mean, for instance, that people are working more effectively, that management 
has become more efficient or that better machinery has been installed. The 
really big increases in productivity are likely to come in the future as they have in 
the past from better organisation and equipment. There is the further difificulty 
that improvements in the quality of what is produced cannot be taken into 
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account except in a quite arbitrary way : a great deal of thought and effort might 
be put into improving a product but this will not be reflected in the figures of 
output per person. We think, however, that all the foregoing considerations 
affect long term comparisons of output per person more seriously than short 
term comparisons. Over short periods the figures are a useful if not an ideal 
measure of “ productivity ”. 

28. In the first quarter of this year, output per person in industry was rising 
faster than total production. Output per person over the whole range of the 
economy, and in the industrial sector only, are compared below. 



Per cent change on a year earlier 


1957 


1958 

1 


1959 

1st Quarter 


Output per person in: 
All activities* 


+ii 


+i 


1 t 


Industry . . 


+2 


4-i 


+3i 



* National output divided by numbers employed, 
t Not available. 



EMPLOYMENT AND UNEMPLOYMENT 



Employment 

29. Persons who register as unemployed are only part, although they are 
almost certainly the largest part, of the number of people who consider themselves 
to be out of work. When staffs are being reduced, as they were over the past 
year, the first to go are often married women and elderly people who do not all 
register as unemployed but would none the less be prepared to work if they could 
find jobs. Changes in the number of people at work are as important to watch 
as changes in the numbers registered as unemployed. 



Per cent change on a 


1957 


1 1958 


i 1959 


year earlier 


1st qtr. 


April 


May 


Number of people at work* . . 


0 


I - 1-0 


- 1-3 


- M 


- 0-7 



» Total in civil employment plus the Armed Forces. 



Unemployment 

30. The numbers registered as unemployed in Great Britain rose throughout 
1958 and the rise continued until January, 1959 when 621,000 persons or 2- 8 per 
cent of all employees were on the register. By June the figures had fallen to 
413,000 or 1 - 9 per cent. The fall has been helped on by seasonal factors, but 
even when these are allowed for the underlying trend is improving. 
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6. UNEMPLOYMENT AND UNFILLED VACANCIES 



The gap between unemployment and unfilled vacancies 
widened in 1958 apd is now beginning to close again. 




* Seasonally adjusted. 







1958 








1959 








Oct. 


Nov. 


Dec. 


3an. 


Feb. 1 


Mar. 


Apl. 


May 


Jun. 


Number of unemployed* 
(’000) 


514 


536 


532 


621 


609 


551 


531 


481 


413 


Per cent of estimated 
number of employees . . 


2-3 


2-4 


1 2-4 


2*8 


2-8 


2-5 


2-4 


2-2 


1-9 


Number of unemployed 
(seasonally adjusted)t 
(’000) 


526 


525 


519 


559 


564 


521 


514 


488 


454 


Seasonally adjusted figures : 
change on previous 
mon& (’000) . . 


+20 


- 1 


- 6 


+40 


-b 5 


-43 


- 7 


-26 


-34 



* Great Britain only, 
t N.I.E.S.R. seasonal adjustment. 



31. The national figures of unemployment tell only part of the story. Some 
parts of the country have been harder hit than others by unemployment; this 
has always been so even when the national figure was very low. Efforts to 
encourage industry to move into areas where there is persistently high unemploy- 
ment and parallel attempts to help people to move into areas where employment 
prospects are better have had some effect; but progress is slow. 
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Percentage rate of unemployment 


June, 1958 


June, 1959 


Northern Ireland . . 


9-2 


7-7 


Scotland 


3-5 


4-0 


Wales 


3-7 


3-4 


Northern . . 


2-1 


3-0 


North-Western 


2-6 


2-5 


South-Western 


1-8 


1*7 


East and West Ridings 


1-9 


1*7 


North Midland 


1-5 


1-3 


Southern 


1*4 


1-3 


Midland 


1-5 


1-3 


Eastern 


1-4 


1-2 


London and South Eastern 


1*2 


1-0 



Duration of unemployment 

32. As important as the numbers unemployed is the length of time people are 
out of work. The duration of unemployment has tended to increase as the total 
unemployed have increased. 

Percentages 





Duration of unemployment* 


Not over 2 weeks 


Over 2 and 
under 8 weeks 


Over 8 weeks 


June 1957 


22-1 1 


28-4 1 


49-5 


June 1958 


21-4 1 


28-4 1 


1 50*2 


June 1959 


18-4 


22-5 


1 59-1 



* Persons wholly unemployed in Great Britain. 



The occupations of the unemployed 

33. Last year the Ministry of Labour began publication of a quarterly analysis 
of the occupations of persons registered as wholly unemployed, and the numbers 
of vacancies notified in each occupation. In comparing vacancies with numbers 
unemployed it has to be borne in mind that vacancies may be notified in one 
part of the country while the persons qualified to fill them live elsewhere. The 
figures for adult males wholly unemployed in March 1959 are summarised in 
the table below. 

34. We discuss the implications of these figures in paragraphs 98-100 ; here we 
simply note that on the basis of the figures at present available more than half 
the wholly unemployed men over 18 years of age are labourers and that very 
few vacancies are notified for light labourers. Detailed figures supplied by the 
Ministry of Labour also show that the proportion of labourers among the 
unemployed is high in the regions where the overall unemployment rate is high. 



Men over 18(^) 



March 1959 j 


Light 

Labourers(®) 


Other j 

1 Labourers ] 


Other 

Mea(») 


Total 


Wholly unemployed 


59.666 1 


126,399 


155,495 


341,560 


Vacancies notified 


123 


7,311 


56,563 


63.997 



0) Great Britain only. . , a. , 

(*) Men fitted for work which calls for moderate physical effort only. 
O Skilled and unskilled occupations other than labouring. 
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Vacancies 

35. A rough indication of the demand for labour as a whole is the difference 
between the numbers unemployed and the number of vacancies notified to 
Employment Exchanges. When unemployment was at its peak in January, 1959, 
the numbers out of work were four times greater than the number of vacancies ; 
by June the ratio had fallen to If : 1. 







1958 








1959 








Oct. 


Nov. 


j Dec. 


Jan. 


1 

Feb. 1 


Mar. 


Apr. 


May 


June 


Vacancies* unfilled (’000) ! 


167 


159 


163 


156 


154 


181 


198 


210 


247 


Seasonally adjustedt (’000) | 
Seasonally adjustedfigures ; 
change on previous 


180 


184 


194 


198 


181 


179 


182 


191 


209 


month (’000) . . 


■f 4 


+ 4 


+ 10 


+ 4 


-17 




+ 3 


+ 9 


+ 18 



* Great Britain only, 
t N.I.E.S.R. seasonal adjustment. 



PRODUCTION AND INCOMES 

36. All the main kinds of money incomes, except company profits, rose faster 
than output in 1958. By the last quarter of the year the gap had narrowed a 
little, output had increased slightly and company profits showed some signs of 
beginning to rise again. 



Per cent change on 
a year earlier 


1957 


1958 


1958 

4th quarter 


Total national output 


+1 


-1 


+2 


Income from employment 


+6 


+4 


+3i 


Other income* 


+4i 


+li 


+2i 


of yvhich: 

Gross company profits 


+5i 


-41 


- i 



* Including gross profits of companies and public corporations, incomes from self-employ- 
ment, and rent. 



37. We continued in 1958 to benefit from faffing import prices, and were able 
to go on paying ourselves for more than we produced without other prices going 
up very much. By June, 1959 the wage rates index was up by nearly 3 per cent on 
June, 1958. In the first quarter of 1959 company profits were up by 3 per cent 
on the corresponding quarter of 1958. 

CONSUMPTION AND INVESTMENT 

Consumption 

38. During the last twelve months restrictions on hire purchase and on bank 
advances have not been in force as before, and since April taxes have been lower. 
As a result, people have been spending more on consumer goods and things for 
their homes. This shows up in the figures of retail sales, the amount of hire 
purchase credit outstanding and the level of personal and professional loans by 
the banks. 



14 



Printed image digitised by the University of Southampton Library Digitisation Unit 










1958 


1959 


3rd 

Qtr. 


4th 

Qtr. 


1st 

Qtr. 


April 


May 


Value of retail sales (1957 = 100) 

Per cent increase on a year earlier 
Hire purchase credit outstanding(^) (£m.) 

Per cent increase on a year earlier 
Bank advances (personal and professionaI)(^) (£m.) . . 
Per cent increase on a year earlier 


99 

+i 

515 

336(«) 
+ 1 


119 
“h 5 
604 
+25 
383(8) 
+21 


98 
4- 4 
666 
+38 
437(*) 
+37 


103 
+ 6 
693 
+42 


106 
+ 6 
726 
+45 
487 
+50 



(0 End of period. 

(“) End of August. (®) End of November. (*) End of February. 



Public Investment 

39. Public investment was held back in 1958 by the Government’s earlier 
measures to limit demand but is expected to go ahead more quickly in 1959. 
The Government announced in its “ Economic Survey for 1959 ” that in the 
financial year 1959/60 public investment would be increased by about 11 per cent. 

40. The figures in the table below are for calendar years and the components 
are slightly different from those included in the Economic Survey. In the table 
changes from one year to another are shown both in terms of current prices and at 
constant prices. The latter give a rough indication of the real change as against 
the money change in public fixed investment. 





1956 


1957 1 


1958 I 


1959 
1st Qtr. 


1 

Public investment* (£m.) 

Per cent change on a year earlier 
Per cent change on a year earlier, adjusted for price 
changes . . 


1,385 

+6 

+ 1 


1,480 

+7 

+3i 


1,480 1 
0 


379 

-2 

_1 



• Gross fixed investment by the Government, local authorities and public corporations. 



Private Investment 

41. Private investment is not expected to increase this year as much as public 
investment. Towards the end of 1958 the Board of Trade asked a representative 
sample of companies engaged in industry and business about their investment 
programme for 1959 and were told that they expected to invest slightly less than 
in 1958. 





1956 


1957 


1958 


1959 
1 1st Qtr. 


Private investment* (£m.) 

Per cent change on a year earlier . . - . 

Per cent change on a year earlier, adjusted for price 
changes 


1,752 
+ 14 

+ 8 


1,920 

+9i 

+ 5 


2,036 
+ 6 

+ 24 


483 
- 2 

- U 



• Gross fixed investment by persons and companies. 
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Stocks 

42. Another form of investment is investment in stocks. In a trade recession 
firms sometimes find that their stocks are piling up because their turnover is 
reduced, but they will not add to their stocks if they can help it. A fall or a 
slowing down in the rate of increase of home produced stocks has a further 
depressing effect on production. About one-half of aU stocks are held by 
manufacturing industry and in this sector the physical volume of stocks fell 
slightly in 1958. 



TRADE AND THE BALANCE OF PAYMENTS 
Overseas trade 

43. Last year the volume (i.e. the physical quantity) of our imports was about 
the same as in 1957 and the volume of our exports fell by 4 per cent. The current 
balance of payments on visible account was, nevertheless, favourable, because 
import prices were on average 7J per cent lower, while export prices were down 
by only 1 per cent. In the first half of 1959 the volume of imports was up by 7 per 
cent and the volume of exports was up by 3 per cent compared with the first 
half of 1958. This year import prices have fallen a little below the level of 1958. 

44. In Chapter IV we draw attention to the long term prospects of this 
country in its export markets since they directly affect the balance of payments 
and the pace of economic progress at home. The future of our exports is 
closely finked to the direction of our overseas trade. Chart 7 shows where our 
imports and exports came from and went to last year. 



7. OVERSEAS TRADE 



The distribution of our imports and exports in 1958 



Per cent (value) 
of our imports 
and exports 

STERLING 

AREA 




wESTBnN 






LATIN 

AMERICA 




SOVIET 

E. EUROPE mp 
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Balance of payments 

45. The large surplus of £455 million on current account in the balance of 
payments which we earned in 1958 is unlikely to be reached again this year 
unless there is a substantial increase in exports in the second half of the year. 

46. On the long term capital side, outgoings through government loans and 
private investment overseas amounted to £236 million in 1958. The figure may 
well be higher in 1959. Although investment abroad represents only a small 
proportion of our total investment, it is of much greater significance in the 
balance of payments. 

47. Throughout 1958 the gold and dollar reserves continued to rise and in 
December the pound was made convertible to the extent that non-residents of 
the Sterling Area can now exchange pounds for dollars at the official rate without 
any limit on the total amount exchanged. This did little more than formalise 
what had been going on since 1955 when the Government decided to support 
the rate for transferable sterling. 

48. At the end of 1958, the reserves of gold and convertible currencies stood 
at £1,096 million. Since then we have had to repay the International Monetary 
Fund £71 million which was borrowed at the time of the Suez crisis, and our 
gold subscription to the I.M.F. has been increased by £58 million. This £58 
million is not lost to us however : the I.M.F. rules allow us to call upon up to 
five times the amount deposited if we require it, and the “ second line ” reserves 
are thereby increased. In all, the “ first line ” gold and convertible currency 
reserves, that is to say those on immediate call, may not rise as fast this year as 
last. At the end of June they stood at £1,133 million. 

49. Overseas sterling holdings, the so-called “ sterhng balances ”, have been 
affected by two opposing forces. Sterling Area countries exporting raw materials 
have reduced their balances because their own balances of payments have 
worsened with the fall in price of raw materials. On the other hand, confidence 
in sterling generally has increased so that countries outside the sterling area have 
been more willing to hold on to the pounds they have earned instead of 
exchanging them for other currencies. 



£ Million 





Reserves of 
gold and 
convertible 
currencies 




Sterling balances 






Non-sterling 

countries 


Rest of 
Sterling 
1 Area 


Non-territorial 

organisations* 


Total 


Level at end of 1957 


1 

812 


570 


2,700 


645 


3,915 


Changes in 1958: 


+287 


+ 77 


- 77 


- 14 


- 14 




- 3 


4- 85 


- 6 


- 8 


li 


Level at end of 1958 


1,096 


732 


2,617 


623 


3,972 



•Principally the International Monetary Fund and the World Bank. 
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INTERNATIONAL COMPARISONS 

50. Although the speed of our economic progress depends mainly on the 
way we run our own affairs we cannot insulate ourselves from what is happening 



in the rest of the world. As a major 
trading nation — 25 per cent of our 
home output goes for export, and our 
imports and exports as a whole 
account for 10 per cent of the free 
world’s trade — we must expect to 
influence and be influenced ourselves 
by the ups and downs of world 
economic activity; the economic 
difficulties which we have been going 
through have not been all of our 
own making nor have others escaped 
them. 

51. Chart 8 shows how similar the 
movements in pay and prices have 
been in countries whose methods of 
adjusting rates of pay are different. 
The various sections of the chart are 
derived from index numbers and 
therefore measure changes from one 
period to another; the country with 
the greatest increase over the period 
appears at the top of each section. 
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Chapter III 



Recent Developments and the Immediate Prospect 

INTRODUCTORY 

52. The main theme of the Council’s Second Report was that the measures 
of expansion which had already been initiated should be continued but with 
caution. In tins chapter we look first at the developments in policy and the 
changes in the economic scene over the past year, and ask whether more stimulus 
to expansion should have been applied. We then examine the prospects for 
the next six to twelve months and consider what course of action seems now 
most Ukely to achieve the objectives set out in our terms of reference. 



RECENT CHANGES IN THE ECONOMIC SCENE 

53. The measures introduced during the last twelve months have relaxed or 
removed not only the restrictions imposed in September 1957, but also some of 
longer standing. In July of last year the limit on the total of bank advances 
was removed and restrictions on long-term borrowing were eased. In Sep- 
tember and October, hire purchase controls were first reduced and then removed. 
In October an acceleration was announced of public investment on roads, 
railways, power, housing and schools, and the control by the Capital Issues 
Committee of borrowing in the United Kingdom was suspended. Bank Rate 
was reduced by stages to reach 4 per cent in November. During the last few 
months we have moved into the stage of more positive stimulus to expansion. 
Recent measures have included remissions of direct and indirect taxation, 
encouragement to private investment by means of investment allowances, some 
repayment of post-war credits and, more recently, increased Government 
service pensions, and increases in the scale of National Assistance payments. 

54. Meanwhile a great change has come over the international scene as a 
result of the speed and extent of the American recovery. Soon after the middle 
of 1958 it was clear that April had been the low point of the American recession, 
but at that stage it was not generally thought that there would be a rapid im- 
provement. But in fact the American economy experienced such a sharp up- 
turn that by March 1959 it had passed from the stage of recovery into that of 
expansion. United States output, average weekly earnings, personal consump- 
tion and private investment are now at record levels and still rising. 

55. Thus in the second half of 1958 the measures which had recently been 
taken in the United Kingdom to stimulate the economy had to contend not 
only with the persisting effects of the various restraints which had been applied 
from 1955 onwards, but also with the continued influence of the American 
decline of 1957-58 in depressing the level of world activity and the general tone 
of business expectations. In the first half of 1959 there was a change: the 
earlier measures of expansion were beginning to exercise their full effect, further 
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measures were being taken, and these were now joined with an immistakeable 
and rapid recovery in the United States. 

56. These influences account for the way in which activity has moved in the 
United Kingdom since the middle of 1958. For some months the general slack- 
ness continued. Exports continued to decline; for 1958 as a whole they were 
about 4 per cent in volume below the 1957 level, and after a slight recovery in 
the last quarter of 1958 they slipped back again in the first quarter of 1959. 
In manufacturing industry a decline in private fixed investment appeared in 
1958 and persisted in the first quarter of 1959, and figures of stocks and work 
in progress showed no increase. The index of industrial production ceased to 
fall in the autumn of 1958 but showed no firm signs of improvement; there 
continued to be a clearly recognisable, though not very readily measurable 
margin of unused capacity ; unemployment continued to rise during the autumn, 
showed a small improvement in December but was up again in January and 
February. The continuing general check to activity was combined from autumn 
onwards with something of a boom in durable consumption goods; this 
developed from an increase in current expenditure by consumers which was 
itself founded on a striking increase in hire purchase credit and in bank advances. 
The price level changed very little; the sharp fall in world commodity prices 
had come to an end by mid-1958, but there were no signs of a general rise; 
retail prices continued steady. 

57. From March onwards a very different prospect has begun to appear. 
Exports in the second quarter of 1959 were 7 per cent higher in value than in 
the first quarter. The index of industrial production was about 4|- per cent 
higher by May 1959 than a year before; output per head in industry in the first 
quarter of 1959 was up by ^ per cent compared with the first quarter of 1958 
and seems likely to have risen since. Crude steel production rose in April; the 
recovery has been maintained and production in June was higher than it was a 
year ago. The output of building materials rose again. At the end of May the 
number of houses under construction was higher than at any time since Novem- 
ber 1957; for the fourth month in succession the number of houses started by 
public authorities rose, and the number started by private builders was the 
highest since the war. The amount of industrial building for which Industrial 
Development Certificates were issued in the first quarter of 1959 was 20 per 
cent greater than a year before. The value of retail sales rose noticeably in 
April and May and was 6 per cent higher than a year before. The fall in 
unemployment which appeared in March continued in April and May and the 
number of unfilled vacancies rose more than is usual. In June the unemployment 
rate fell below 2 per cent. Though employment was slower to increase, the latest 
available figures indicate that by the end of May it was 117,000 higher than at 
its low point in February. 

58. The picture which emerges is of an economy which has spent much of 
the last twelve months altering course slowly and hesitatingly. The signs of 
expansion were for some time few and indefinite and the effects of the check 
which has been evident since 1955 have seemed difficult to throw off. Never- 
theless, there have been signs of an underlying improvement and the figures 
now available suggest that this improvement was able to establish itself by 
about March, by which time the United Kingdom’s measures of expansion 
were operating in the favourable international setting provided by American 
expansion. 
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HAVE THE MEASURES OF EXPANSION BEEN RIGHT? 

59. It is natural to wonder whether the change of course could not have 
been speeded up and the recovery of production stimulated if measures of 
expansion had been pushed further and faster in 1958. But to have moved 
faster would have been to ignore the facts that the 1957 crisis was a crisis of 
confidence, not only abroad, but at home; that confidence cannot easily or 
quickly be re-estabhshed; and that a year ago there was still considerable 
doubt and uneasiness about our position. We think that in these circumstances 
it was right to move gradually and that this gradual advance in 1958 was the 
necessary condition for the more positive and powerful stimulus to expansion 
which has been applied in the last few months, since it made possible the 
restoration of confidence. There is now a good deal of evidence of this. The 
reserves rose by £284 million through 1958. The strength of the position of 
sterling and the degree to which confidence in it was becoming firmly assured 
were demonstrated by the lack of disturbance which it encountered from, for 
example, the Irak revolution, and by the ease with which the move to 
convertibility on non-resident account was absorbed. 

60. But granting that in our view the timing of the programme of expansion 
has been broadly justified, it is still necessary to consider whether the balance 
which has been struck between consumption and investment is right, whether 
in fact enough has now been done for investment. The major weapon so far 
used has certainly been increased consumption, and the figures of retail sales, 
hire purchase credit and bank advances for private and professional purposes 
indicate that so far the rise in consumption is continuing. Total fixed capital 
investment, however, showed a slight decline in real terms during the second 
half of 1958, and over the year as a whole was only just above its 1957 level. 
Within the almost stationary total there was a decline, confined to house 
building, in the public sector, and also in private investment in manufacturing 
industry. Allowing for seasonal influences, it appears that the total of fixed 
capital investment may have ceased to fall in the first quarter of 1959; a 
decline was, however, still evident in investment in manufacturing industry 
which was 9 per cent lower than a year before, though its fall has been and is 
still largely offset by increased investment in non-manufacturing parts of the 
private sector, e.g., dwellings, transport and distribution. Though this check 
to investment has taken place during the recession, it should be remembered 
that the annual rate of fixed investment in manufacturing was 30 per cent 
higher in volume in 1958 than it had been in 1953 and that tlie volume of all 
private fixed investment other than housebuUdrug was 60 per cent higher. 

61. It is not easy to estimate the effects on private investment of the measures 
of expansion so far introduced. They cannot be expected to be completely 
effective so long as there are still margins of unused capacity not fully taken up. 
The chief measures that bear upon private investment are the reduction of 
income tax, wliich adds to the funds available to companies, and the investment 
allowances. The dilemma in the use of investment allowances is that if they 
are to regulate the level of private investment they have to be granted and 
withdrawn as circumstances change; but then they cease to have much effect 
on long-term plans. It has been put to us that the investment plans of the 
bigger firms are formed and carried out without much regard to fiscal 
advantages, or indeed to short-term fluctuations in the activity of the economy. 
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On the other hand, the medium-sized and small firms form a very important 
part of the whole — about half of the United Kingdom’s industrial production 
comes from firms with less than 500 employees — and the addition that invest- 
ment allowances make to these firms’ resources may well encourage extensions 
that are significant in total. Even here, however, it is possible that the main 
effect of the allowances is through their impact on business confidence. 

62. The Bank Rate still stands at 4 per cent, and the measures of expansion 
which have been taken have not so far been accompanied by a further fall in 
the long-term rate of interest. As measured by the yield on long-dated 
government stocks, the latter rate has not fallen appreciably below the level 
prevailing in the middle of 1958 — a level only about j per cent below the peak 
reached in the autumn of 1957. A substantial part of investment is customarily 
financed by borrowing on fixed-interest securities, and it is likely that the 
present cost of such borrowing is holding some forms of investment back. 

It has therefore been proposed in some quarters that the monetary authorities 
should embark on open-market operations with the object of lowering the 
long-term rate of interest. But such action, at a time when the strength of the 
public’s desire to hold fixed-interest stocks, even at present yields, is still 
vulnerable to fears of renewed inflation, would be unlikely to achieve much 
success and, both in itself and as a result of any subsequent “ rebound ” at a 
later stage, could well inflict severe damage on the health of the market in the 
longer run. It does not therefore seem that conditions are right for the 
adoption of a policy designed to achieve a lower long-term rate by the creation 
of more money balances. But in so far as the country visibly succeeds in 
preventing the renewal of inflation, we may expect a further improvement of 
confidence with consequent scope for some fall in the long-term rate of interest. 

63. In Chapter IV we ask whether it should be an aim of long-term policy 
to raise the proportion of output devoted to investment. On the immediate 
question of whether more should have been done to stimulate private investment 
in the last twelve months, our conclusion is that the available measures could 
not have added much to what has been achieved by the revival of confidence 
and the taking up of unused capacity. We also think that the lowering of the 
long-term rate of interest depends on public confidence in the maintenance of 
the purchasing power of the pound. 

THE SIGNIFICANCE OF PRICE STABILITY 

64. One striking feature of the past year has been that the index of retail 
prices stood no higher in June, 1959, than it did in June, 1958, and was only 
one point higher than in November, 1957. It is sometliing quite new in our 
post-war experience that retail prices should be so steady for so long. There 
seems a reasonable prospect that the period of price stability will be further 
prolonged. We owe this stability largely to the fact that though the sharp 
fall in world commodity prices seemed to have come to an end by the middle of 
1958, its effect was still working through manufacturing industry and offsetting 
a continued rise in pay. In the first quarter of 1959, weekly wage rates were 
roughly 31 per cent higher than a year before; this compared however with an 
increase of over 5 per cent through 1957, and it is to be noted that in 1958 for 
the first time for some years earnings did not rise as fast as wage rates. The 
index of weekly wage rates has remained fairly steady since the beginning of 

23 



Printed image digitised by the University of Southampton Library Digitisation Unit 




1959. The slower rise in pay in 1958 was accompanied by a fall of 4i per 
cent in company profits though dividends increased. The great value of tliis 
period of stability in retail prices is that there is no longer remaining any element 
of price rise for money incomes to pursue and, in pursuing, to force yet further 
up. The country has thus escaped for the present from the inflationary spiral 
and later in this Report we shall suggest that this opportunity should be used 
to consider how to avoid its recurrence. 

THE PROSPECTS FOR EXPANSION 

65. The prospects for the coming months depend on the effects of the external 
influences and internal measures described above upon the balance of expendi- 
ture and resources in the economy as a whole. On the one hand, there is a total 
expenditure whose size depends on the rate at which money incomes of all 
kinds are being paid out, together with the balances between investment and 
savings, between expenditure and revenue in the public accounts, and between 
imports and exports. On the other hand there are the resources of manpower, 
management and equipment which produce the output for that expenditure 
to buy. If the expenditure outruns the possible output, there will be inflation 
or increased imports; if it falls short, the resources will be under-employed. 
Expenditure has been rising recently, and we expect the rise to go farther. 
Does the capacity exist to raise output correspondingly? Will the rise in ex- 
penditure be big enough to bring most of the unused capacity into bearing? 

66. We consider first the possible sources of an increase in expenditure. 
The level of personal consumption appears still to be rising; in April and 
May retail trade was about 6 per cent above the level of a year before, and hire 
purchase debt was still growing. The stimulus from hire purchase is likely 
to dwindle as people come to feel they have committed enough of their incomes, 
but consumption expenditure will experience a further temporary stimulus 
from the repayrnents of post-war credits, and a continuing stimulus from the 
income tax remissions, though a significant proportion of these additions to 
spending power is expected to be saved. It is not expected that there wilt be 
any alterations in the current expenditure of central and local government 
that would much affect the total of spending. 

67. Capital expenditure in the public sector is expected to be 11 per cent 

higher in 1959-60 than in the preceding year. There are now some indications 
that the decline in private investment in manufacturing industry may be coming 
to ail end. Since private investment in other industries and in services is in- 
creasing, and private house building is going ahead fast, the total of private 
investment is likely to be liigher in 1959 than it was in 1958. The prospects 
for stocks are harder to evaluate. The recent halt in their rise may be ascribed 
partly to greater difficulty of borrowing, partly to an improved organisation of 
stocks within firms, partly to a return to a more normal level now that post-war 
shortages have gone. On the other hand, a more competitive economy may 
require firms to hold larger stocks so as to meet all likely demands promptly 
A rise in activity, together with the check to the fall in the prices of imported 
raw materials, will tend to raise the stocks held in this country. On balance 
stocks seem likely to rise. ' ’ 

68. The overall deficit ” of £721 million in the Budget proposals is arrived 
at by setting off the surplus above the line against the net commitments below it 
These commitments have their implications for the Government’s borrowing 
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programme, and here we note the elbow-room which will result because there 
will probably be a smaller current rise in the gold and dollar reserves to be 
financed. But the greater part of these commitments provide for the investment 
in the public sector which we have already noted, 

69. The prospective changes in investment must be considered together with 
those in saving: if the total that the public and private sectors set out to spend 
on investment exceeds the amount which the community wishes to save, there 
will be competing demands that will pull prices up. It is likely that saving by 
companies will rise with profits as activity increases. Personal savings have 
been and remain encouragingly high, and we have seen that recent remissions 
of income tax and repayments of post-war credits are likely to increase them. 
There seems no reason to apprehend that voluntary savings will fall short of the 
higher level of investment in the near future. 

70. At this point we look at the balance of payment prospects. Here there 
are conflicting influences from the probable rise of activity overseas and at 
home. The rise overseas should help our exports which already, in the second 
quarter of 1959, were 7 per cent higher in value than in the fcst quarter and 
44 per cent higher than a year before (allowing for the effect of the dock 
strike in 1958); but the expansion of demand in the home market may puU. 
output away from exports. Imports are likely to rise in quantity as output 
at home rises, and with the rise in output overseas they are not likely 
to fall in price. The United Kingdom will not have the advantage of the 
7 per cent fall in the import bill it enjoyed in 1958. On the whole, the surplus 
on current account, though substantial, is likely to be smaller than in 1958. 
This would, to that extent, reduce the total to be financed by current savings. 

71. The combined effect of the above considerations is, in our opinion, to 
bear out estimates made in the last few months which suggest that by the end 
of 1959 expenditure is likely to be running at around 4 per cent above its level 
of a year before; and this may, if anything, under-estimate the psychological 
factors and the effect of mounting confidence. 

72. The other side of the sum brings in the productive resources available. 
In Chapter V we show reason to believe that, though the volume of investment 
has actually been higher each year since 1955 than before, it can hardly have 
been expected to support as great a rise in output as before, however expansive 
the demand. So we cannot measure the reserve of capacity available to-day 
simply by comparing output as it is now with what it would have been if the 
earlier rate of rise had been maintained. None the less, present equipment 
should contain the capacity for a substantial and early increase in output; 
and civil employment is only just regaining the level of 1955. Recent enquiries 
into excess capacity support this view, even though some sections of industry 
have continued to be very fully employed, and a general increase in demand 
may meet with some bottle-necks. We conclude that it should be possible 
to raise output in the near future by as much as we expect expenditure to rise. 

73. But no precise judgment of the balance of all these factors is possible; 
economic restraints and incentives operate on men’s minds where it is not 
possible to forecast their precise effects; they operate also in circumstances 
which are constantly changing. Should further measures of expansion prove 
necessary they are available. But equally, public policy must keep in mind the 
possible need to slow down the rise in expenditure. In the near future we 
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expect output to meet demand, so that the rise in expenditure will not set up 
inflationary pressures. But if such pressures should appear, and particularly 
if expectations of a renewed course of inflation should seem to be forming, 
then it will be the duty of the authorities to check them. The more promptly 
such checks are applied, the less severe they need be. 

EMPLOYMENT, MONEY INCOMES AND PRICES 

74. The rise in output wliich is beginning to appear is unlikely to raise 
employment proportionately. This is to be expected, firstly because during the 
recession firms have not reduced their labour force as much as their output, 
and have worked shorter hours, so that they can raise output now without 
taking on more men; secondly, as capacity working is resumed, the improve- 
ments in organisation which have been stimulated by more competitive markets, 
and the technical advances which have been introduced in recent years, will 
show their benefit. The resulting increase in output per head may be marked : 
it could be, for instance, that if output rose by the 4 per cent considered above, 
as much as 3 per cent would be yielded by higher productivity, leaving only 
1 per cent to be met by increases in employment. Since some of those re-em- 
ployed are likely to be married women or elderly people who have not registered 
as unemployed, the reported total of unemployment will probably fall less than 
employment rises. This has implications for unemployment policy, to which 
we refer in Chapter IV. 

75. It also has implications for money incomes and prices. If the rise in 
output per head comes about, and money rates of pay and the prices of imported 
materials do not go up, then unit costs will fall. This offers a most timely 
and important opportunity to reduce prices. If prices of manufactures could be 
reduced now, the break in the inflationary spiral of the past would be pro- 
longed and this would greatly improve the prospects of going forward without 
renewing it. The economy would gain practical experience of how real incomes 
can be raised without pushing up money incomes. Reductions in price in the 
sectors where productivity is rising diffuse the benefit without a competitive 
raising of rates of money income all round. By stimulating demand, lower prices 
promote the expansion of output which is necessary to take full advantage of 
modern productive techniques. Thereby they maintain employment; if the 
productivity of a particular industry is raised and prices are not reduced, sales 
will not be extended, and the effect of the improvement in productivity will 
be to reduce the number of workers in that industry and not to increase its 
output. We lay stress on the strategic importance of seizing the present 
opportunity. We have been glad to see that some firms have been showing the 
way in reducing prices as a matter of good business, aiming at increased sales 
with lower margins; we should like to see this lead widely followed. We 
recognise that complex considerations have entered into the recent movement 
towards higher dividends, but we should particularly regret it if it conflicted 
with price reduction. 

76. So far as the rise in output brings lower unit costs but prices are not 
reduced, either profit margins wiU be widened, or money rates of pay can be 
raised up to a point without tending to push up prices in the sector where they 
occur. Increases in productivity generally call for some increased contribution 
from all those concerned in production, and increases in pay and profit are an 
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incentive to their effort. But rises in pay occurring in the sector where producti- 
vity has risen are likely to prompt claims for equivalent rises in other sectors. 
There should be room for some degree of pay increase to be combined with 
some degree of price reduction, so that any pay increases that follow in 
industries where there is little scope for increasing output per head, and where 
prices therefore are likely to rise, can take place without raising the price level 
as a whole. 

77. Claims for shorter hours usually, though not always, imply a raising of the 
hourly rate so that weekly pay will not be reduced: if the normal week is to be 
shortened, for instance, from 44 to 40 hours, then the hourly rate will be required 
to rise by 10 per cent. Tliis raises unit costs except in so far as it is offset, as 
sometimes perhaps it can be, by a higher rate of output per hour. If it is 
expected that the actual hours worked will in practice not be reduced, then more 
of them will be paid at overtime rates, and these rates will themselves be higher. 
If the actual hours worked are reduced by the same amount as the normal week, 
then unless output per week is kept up notwithstanding, not only labour costs 
but overhead costs per unit of output will be raised. Thus, in the absence of higher 
productivity, a claim for shorter hours tends to raise costs as a straight pay 
claim would. But where higher productivity makes a higher standard of living 
possible, shorter hours and greater leisure are a natural way of realising part 
of the gain. 

78. The guiding principle that we would emphasise again at the close of this 
discussion of the near future is that the country should seize the opportunity 
of advancing to higher output and higher real incomes without involving 
itself once again in the spiral of rising pay, profits and prices, which can only 
bring another setback. 



27 



Printed image digitised by the University of Southampton Library Digitisation Unit 




Chapter IV 



The Longer View 

INTRODUCTORY 

79. In the course of our examination of the present position our attention has 
been drawn to some factors which bear on the course of prices and productivity 
in the longer run. It is these factors that we consider in the present chapter. 

EFFECT OF OVERSEAS DEVELOPMENTS ON THE UNITED 
KINGDOM 

80. Chart 8 at the end of Chapter II suggests that to a considerable extent the 
movements of prices, pay and output in the United Kingdom have been part of 
a general trend affecting other countries too. It shows, for instance, that the 
progressive rise in prices and money earnings down to 1957, and the setback to 
employment and output in 1958, occurred not in this country alone, but in a 
number of others. 

81. It is evident that we are closely affected by the general state of activity 
abroad and must not expect to be able to pursue our own course without regard 
to what is happening elsewhere and to the policies other countries are pursuing. 
A large part of our activity is governed by the state of our foreign trade, and in 
general we are more likely to prosper when other countries are prosperous, 
though in particular markets we might be losing trade in particular goods as a 
result of increased competition. The speed with which developments in, for 
example, the United States, find their counterpart here suggests also that they 
have a psychological as well as a directly commercial effect; since the United 
States comprises so great a part of the industrial capacity of the whole free 
world, other countries expect to be prosperous when it is prosperous and to 
slow down when it slows down. 

82. The commercial channels through which international influences run are 
several. The primary producing countries, for example, not only supply an 
important part of our imports but furnish a market for the exports with which 
we pay our way. A fall in the prices of primary products reduces our import 
bill but at the same time reduces the ability of the primary producers to buy 
our exports. Though there may be factors still operating on particular com- 
modities, any further significant fall in the general level of commodity prices is 
unlikely unless there should be some serious setback to world activity. Nor, 
however, do we expect commodity prices in general to rise sharply or to return 
to anything like their post-war peak. There are reasons for this conclusion 
both in the statistics of the physical volume of output over the last twenty years 
and on general grounds. Estimates of the output of the chief raw materials 
throughout the free world show in the aggregate, according to one calculation, 
a sustained rise at the rate of some 5 per cent a year from the end of the war 
until 1957. So far as these materials were not used to build up stocks, their 
absorption implies a roughly equal growth of industrial output, but what we 
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know of earlier periods suggests that a rate of growth of 5 per cent a year in 
industrial output has been maintained only exceptionally. Some special factors 
may account for the high rate of growth of raw material output since the end 
of the war. Among these are the high prices ruling during the period of post- 
war shortage, the Korean war and the policy of strategic stock-piling, the 
expansion of non-dollar sources of supply for balance of payments reasons, and 
the generally high level of commercial stocks which was the natural reaction to 
a long experience of scarcity and rationing. In the light of these considerations 
it seems probable that the prices of the principal raw materials are now adjusting 
themselves to a more normal level and that as activity picks up expanding world 
demand for raw materials will not result in a corresponding rise in their prices. 
This would have several consequences of importance to the United Kingdom. 
It would limit the expansion of those markets whose purchasing power is largely 
obtained through the sale of raw materials and in which the United Kingdom 
now sells about half its exports. It would remove an influence — a rise in the 
prices of imported foodstuffs and raw materials— which in the past has operated 
from time to time to raise the general level of United Kingdom prices and money 
incomes in sympathy. By saving the industrial countries from having to give 
up more of their own production to obtain a given amount of foodstuffs and 
raw materials as their own output rose, it would promote the continued rise of 
the standard of living in the United Kingdom. 

83. The general scope for our exports also depends on world activity. It 
would be a complex and difficult task to forecast export prospects in particular 
markets beyond the very short term. Certain general considerations, however, 
suggest themselves. It is clearly important that the composition of our exports 
should constantly he adjusting itself towards those goods for which the world 
demand is growing and towards those markets which show most promise of 
expansion. The tendency for other countries to make for themselves those 
products which we previously exported to them itself creates new opportunities 
for different types of exports. In recent years there has been a shift in our 
exports towards engineering and chemical products, which accompanies a 
similar shift towards a greater importance for these products in total world 
trade. On the other hand present indications are that more of the world’s 
exports are going to areas of high industrial growth, but a large proportion of 
the United Kingdom’s exports goes to the primary producing countries. If, as 
suggested in the previous paragraph, commodity prices are unlikely to recover 
to past levels, the growth of purchasing power in those markets is to that extent 
limited. 

84. The growth of our trade in one area of growing purchasing power,. 
Western Europe, is open to the effect of the Common Market. The impact on 
our exports will be gradual and its timing will vary in different countries as the 
removal of internal tariffs and the equalisation of external taiiffs proceed. 
Nor should it be over-estimated: each individual United Kingdom exporting 
industry may reasonably fear that its export trade will suffer because its com- 
petitors among the six Common Market countries will increase their production 
so as to replace an important part of its exports to the Six while continuing to 
compete with it in third markets, but this can hardly be true for all industries 
together, especially in the short term. Nevertheless the readjustments involved 
might well be difficult and unpleasant. In the long term, perhaps the greatest 
advantage the Common Market countries would enjoy would not be their- 
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immediate ability to exchange their goods duty-free, but their consequent 
assurance of an extremely large internal market in which productive resources 
could be developed and concentrated more efficiently. This is, however, to look 
farther ahead than we wish to do at present. It seems hkely that by the time this 
report is published the United Kingdom and certain other countries will have 
agreed to associate themselves in another group; this will be welcome on its own 
merits, as any move to remove trade barriers must be; butwouldnotbea substi- 
tute for the wider concept of the free trade area, to which it may offer a bridge. 

85. A more immediate factor which affects United Kingdom exports is the 
growing competitiveness of international trade. If, as we have been told. 
United Kingdom exporters are meeting vigorous competition both on a wider 
range of goods and from a growing list of countries, another spell of inflation, 
raising costs of British exporting industries, would be a more serious threat to 
our competitive position than in the past. It is therefore of the first importance 
to ensure that our money incomes do not rise faster than our output per head, 
and this is one of the reasons why in Chapter VI we review a number of proposals 
which have been put forward for keeping the rise in money incomes of all kinds 
within bounds. 



DO WE INVEST ENOUGH? 

86. The proportion of output devoted to investment has been lower in recent 
years in the United Kingdom than in a number of other countries, and the 
comparison raises the question whether the United Kingdom has been investing 
enough. The following estimates of the proportions of their gross national 
product which the countries named applied to gross fixed investment at home 
in 1955 have been derived from material published by the Organisation for 
European Economic Co-operation.* 

Per cent 



Norway 28 

Western Germany . . . . . . . . . , . . 23 

Netherlands . . . . . . . . , . . . . . 23 

Belgium 23 

Italy ■ 21 

Denmark 19 

United States 18 

France 18 

United Kingdom . . . . . . . . . . , . 16 



For Russia the corresponding figure in recent years has been put at about 
25 per cent. The United Kingdom’s proportion has been growing since 1948, 
and stands higher now than it did before the war. Yet it is still lower than in 
many other countries, including some of our chief competitors. Have we been 
doing enough to seize the opportunities of technical progress, to raise our 
productivity and standard of living, and keep pace with the efficiency of other 
exporters? 

87. The figures we have just cited are subject to qualification in three respects. 
Firstly, they cover only fixed investment at home, and tlie United Kingdom 

* Milton Gilbert & associates, “ Comparative National Products & Price Levels 
O.E.E.C., Paris, 1958. Estimates based on European relative price weights in 1955. ’ 
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has made substantial investments overseas. Secondly, what matters to pro- 
ductivity is not total equipment but equipment per head, and a country whose 
working population is growing rapidly has to devote some of its output to 
investment merely in order to keep up the existing level of equipment per man 
at work. The amount so required may be quite large. The whole of the buildings 
and equipment of a Western country are commonly estimated to be equivalent 
to between three and four times its annual output, so that if its working 
population is growing at the rate of 1 per cent a year, it has to assign from 
3 to 4 per cent of its annual output simply to provide equipment at the existing 
level for the annual addition to its labour force. But in recent years the working 
population has been growing much more slowly in the United Kingdom than 
in certain other countries, notably in Western Germany and the United States, 
so that a greater part of United Kingdom investment has been available to 
increase equipment per head. Thirdly, for some purposes it is the absolute 
addition to equipment per head that is significant. A country Uke the United 
Kingdom whose equipment is already extensive by international standards, and 
whose output per head is high, can devote a smaller proportion of its annual 
output to investment each year and still put more additional horsepower at the 
disposal of the average man at work, than a country whose existing equipment 
per head is smaller and whose annual output is lower. 

88. But these qualifications do not remove all the difference between the 
United Kingdom and other countries, nor the need to consider whether the United 
Kingdom would not in any case do well to invest more. Several reasons have 
been put forward for holding that it would. A wide field of public investment — 
in roads, hospitals and schools for instance — provides services essential to 
productive efficiency, or amenities essential to an advancing standard of living : 
the need for improvements here is widely felt. Again, it is estimated that in 
manufacturing industry the equipment per man at work is more than twice as 
big in the United States as it is here and the output per man is more than 
double, too, and this makes it natural to urge that we should do more to raise 
productivity here. It is also claimed that if the United Kingdom invested say 
20 per cent of its output, the resulting rise in output per head would transform 
the standard of living of its people within a quarter century. There is no reason, 
it is said, to suppose that the rate of growth that emerges from a host of individual 
decisions about saving and investing strikes the right balance between present 
and future benefit for the country as a whole. In an age of revolutionary 
changes in technology, moreover, there is a premium on renewing and developing 
equipment rapidly. Finally, it is argued, even if the possibilities of progress 
were not so great, the United Kingdom will have an immediate forfeit to pay 
if it does not advance its productive efficiency enough to hold its own both in 
product and price with its competitors in the world market. 

89. In considering this case for a higher rate of investment it seems necessary 
to distinguish between the effects of the technical advances that are embodied 
in investment as they become available from time to time, and the mere volume 
of investment in the aggregate. A large part of the rise in output produced by 
increased investment comes about not just because there is more equipment at 
work but because the new equipment is of improved design. Though technical 
advances cannot be brought into bearing without investment, the power of 
investment to raise output is restricted in their absence; and when they are 
coming through more plentifully, room may be found even within an unchanged 
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total of investment to apply them and raise output gi’eatly. The records of 
the past show that the rate of increase of the national output has varied widely 
relatively to the rate of investment. 

90. It must also be borne in mind that to devote a higher proportion of the 
national output to investment means a higher rate of saving. A higher rate of 
investment should raise output more rapidly and so eventually make higher 
consumption possible as weE, but at the outset it can be achieved only by 
reducing consumption, and at all times it requires that consumption should 
be lower than it could be if investment were lower. The rise in the rate of 
investment in the United Kingdom since the war has been limited by the supply 
of voluntary savings. The attempt to push through a programme of investment 
in excess of what voluntary savings will finance results in inflation, unless the 
extra savings are provided in ways that have their own disadvantages — ^through 
firms keeping prices up to yield profits for ploughing back, or through the 
government keeping taxes up to yield a surplus over expenditure. 

91. We think the question whether the country is investing enough is an 
issue of public policy that should be widely appreciated and discussed. What 
the right rate is can only be a matter of judgment, but this is the kind of 
judgment which governments must make in forming their economic poUcy. 
We think it is a particularly unfortunate feature of the restraints necessarily 
applied to check inflation in flie past that in practice they have slowed investment 
down more than consumption. We believe that in an age of rapid technical 
advance the community stands to gain by a high rate of investment. But a 
higher level of investment cannot be achieved without a higher level of savings- 
Since a large part of voluntary savings takes forms which lose their value in 
inflation, savings are fostered by confidence in the future of the currency. 

PROFIT MARGINS 

92. We add two observations that bear upon the size of the profit margin. 
One concerns price maintenance. We have already stated our view that firms 
which are adopting a deliberate policy of lowering prices and profit margins 
in order to increase turnover are giving a valuable lead. The Councirs Second 
Report commented on the apparent unresponsiveness of the prices of many 
products to changes in circumstances^ ; in so far as the lack of price flexibility 
has arisen from agreements or understandings within industry, it will be affected 
by the way in wliich the Restrictive Practices legislation is being applied. We 
have not considered in detail the workings of this legislation, but we think 
that its effects in breaking down barriers against changes in industry mark a 
significant and valuable development of public policy. 

93. The second observation concerns the extent of the need to provide in 
the profit margin for the additional cost of replacing equipment at prices above 
original cost, and for funds to be ploughed back to maintain the growth of 
the business. 

94. The Council have, in their previous reports, made attempts to assess 
the effect on profits of the two different methods of calculating depreciation, 
namely on the historic or the replacement cost of assets; but such figures as 
they put forward were presented with a considerable amount of reservation. 
Tills arises partly because of the difficulty of collating the representative figures 

0 Second Report, paragraph 115. 
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and also because the amounts in question vary so widely as between different 
types of industry and different types of asset. We have now, through the 
kindness of the Central Statistical Office and the Board of Inland Revenue, 
been given certain further information. This indicates the approximate effect 
of calculating depreciation at replacement cost using the reducing balance 
method where that is normal accounting practice, instead of (as in the estimate 
given in the Council’s Second Report)(i) the straight line method throughout. 
For British companies as a whole in 1950-56 the outcome is that: 

(1) replacement cost depreciation was about one-third higher than liistoric 
cost depreciation in the period as a whole, though not necessarily in 
any one year, since the difference between historic cost and replacement 
cost depreciation varies with the age distribution of assets and the rate 
at which prices change; 

(2) total profits were 6 per cent less than those calculated on the historic 
cost basis. 

95. It is plainly desirable that industry should try to cover the additional 
cost of replacement out of profits, but it is open to question how far profits 
should additionally be kept up in order to provide the finance for physical 
growth. At present, companies dispose of their net income (after replacement 
cost depreciation) roughly in the ratio of just under one-third to United Kingdom 
taxation and just over one-third to dividends (before tax deduction); the remain- 
ing third is retained in the business. To some extent this retention is desirable 
but it has to be remembered that the result may he to prevent price reductions 
which are in the national interest. It requires a nice judgment to decide how far 
growth should be financed out of profits and how far industry ought to go to the 
market for its growth capital. It is true that the possibility of the latter course 
depends on adequate savings and a healthy capital market, but conditions have 
changed since the post-war years when raising capital was difficult, and there 
seems now to be a good deal of evidence in the level of personal savings and in 
the reception of recent issues that ploughing back is much less necessary than it 
was. 



UNEMPLOYMENT AND REDUNDANCY 

96. As Chapter II points out, unemployment continued to rise during the 
autumn and winter and reached a total of 621, 000 or 2-8 per cent of the employed 
population in January last. It then began to decline and in May and June fell 
rapidly. But it would he inaccurate, and a misleading guide to future policy, 
to think of the past year as a period when unemployment was widespread until 
an upturn in the general level of activity began to solve the problem. In fact 
throughout the past year unemployment has been concentrated very much in 
particular areas and particular occupations while other parts of the economy 
have continued to show a high demand for labour. 

97. Thus the national average of 2-8 per cent unemployment at the worst 
point concealed very considerable differences between districts. There were a 
number of areas where the unemployment rate throughout the autumn and 
winter never rose above 2 per cent while in others it was 8 per cent or more. 
The recession did not create this problem of concentration of unemployment in 
certain areas; it merely emphasised a problem which has existed for many 

0 Second Report, appendix. 
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years. A great deal has been done over the past fifteen years to bring more 
jobs to the Development Areas and to diversify their industrial structure which 
has often traditionally depended on one or two industries. The Development 
Area legislation, has been supplemented by the Distribution of Industry (Indus- 
trial Finance) Act of 1958 which among other things enabled the government 
to make grants to areas not previously eligible. It is estimated that at least two 
hundred thousand of the jobs now existing in the Development Areas are 
mainly attributable to this policy. But recent experience of vacant factories has 
shown that there are limits beyond which this policy cannot be successful. It is 
of course especially difficult during a general recession to encourage industry to 
expand into Development Areas. The revival of activity will give that policy 
more opportunities, and it ought to be persevered with. But in view of its 
limitations it must continue to be supplemented by all possible measures for 
helping men who have lost their work to fit themselves for other jobs and to 
move to them. 

98. The importance of these measures is emphasised by the way in which 
unemployment has recently been shown to be concentrated very largely in 
particular occupations. The figures which the Ministry of Labour began to 
publish last year to show the occupations of the unemployed indicate that more 
than half of the unemployed men over 18 are labourers and that a considerable 
number of these are “ light labourers ”, i.e. those without particular skills who 
are also not physically suited to be general labourers. Also the proportion of 
vacancies to applicants has been far lower among the labourers than among 
the skilled. Recent unemployment has been concentrated on labourers. 

99. The weight of labourers in the unemployment figures suggests the impor- 
tance of policies designed to ensure that no one who can be equipped for a job 
requiring some degree of skill enters or remains in the class of labourers. This 
is reinforced by another consideration. Over the next few years we may expect 
to see a considerable advance in automation. Though this is, in a way, only 
the latest manifestation of the long process of mechanisation, it may have more 
impact on the relative demand for different kinds of labour than technical 
changes have generally shown in the past. It is likely that one of its effects will 
be to increase the demand for technicians and technical assistants and to displace 
those who are employed in routine machine-minding. The unskilled labourers 
and the semi-skiUed are both likely to find it more difficult to find jobs. 

100. A third consideration also points to the continued need to maintain and 
develop the facilities at present provided for training and retraining workers, 
and helping them to move to new jobs. Over the next three years or so the 
working population will be augmented by an unusually large number of school 
leavers. It is important to prevent this bulge from swelling the unskilled labour 
force, both by vocational guidance and by ensuring that as many school leavers 
as possible have opportunities for training in the jobs they enter. This means 
that industry should increasingly accept the responsibility of training, and the 
activities of the Industrial Training Council in working towards this end are 
therefore particularly valuable. The Industrial Training Council are right to 
concentrate their first efforts on the training of the young workers, but it will 
also be important to improve the facilities for training workers already in 
employment for a higher degree of skill, and we understand that the Industrial 
Training Council do also intend to concern themselves with the general training 
of adults. 
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101. Technical progress of the kind envisaged above may well enable the 
community in general to enjoy more leisure as well as a higher rate of con- 
sumption. But it is especially undesirable that it should result in unemployment 
for people who need jobs, both because it is unfair that a development wliich is 
of great benefit to the community as a whole should be permitted to cause 
hardsltip to a few, and also because the fear of unemployment causes resistance 
to technical progress. Industry can reduce this by making plans as far ahead 
as possible, by giving workers the longest practicable warning of coming 
changes, by offering other jobs where possible, and by providing the necessary 
training for them. Where, in spite of all these measures, some workers must 
be displaced, arrangements can be made by the firms concerned for supplementing 
unemployment benefit for a period to make the time of transfer easier. Much 
has already been done on these lines by a number of firms in consultation with 
the trade unions. 
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Chapter V 



The Check to the Growth of the United Kingdom’s 
Output since 1955 

102. In this chapter and the next we turn from our general review to consider 
the causes and lessons of one of the outstanding features of the past few years, 
the check to the growth of the United Kingdom’s output of goods and services 
which has been observed since 1955. In this chapter we consider whether the 
check has been substantial and what the main reasons for it have been. We 
conclude that the immediate responsibiUty must be ascribed to the measures 
which had to be taken from 1955 onwards to check inflation and which were 
intensified in 1957 at a time when there was also a decline in world activity; 
we beUeve that these measures were inescapable in the situation in which the 
country found itself. But if restraints cause a setback, it is imperative to find 
a way of preventing the recurrence of the kind of situation in which there is no 
alternative to using them. In Chapter VI we try to open up discussion of this 
problem by setting out a number of proposals which have been made for pre- 
venting money incomes from rising faster than output. In our inquiry into the 
subject of the present chapter we have had the benefit of a wide range of 
professional opinion, but in presenting our own conclusions we are conscious 
that any attempt to unravel the interplay of economic forces is inherently 
complicated and beset with pitfalls. 

103. In the seven years ending with 1955 the total output of the United 
Kingdom rose on the average by 3 • 3 per cent a year. In the three years ending 
with 1958 it only rose 2' 2 per cent altogether. If we look only at industrial 
output, which is about half total output, the contrast between the two periods 
is even more marked : whereas in the first period industrial output rose on the 
average by about 4 per cent a year, in the second period it hardly increased at 
all. Has there in fact been the check to the rise of output which these figures 
suggest, and if so why ? 

104. There is certainly reason to believe that the figures of output somewhat 
understate the actual progress made. The improvements in quality, design, 
variety and service which have become increasingly important as post-war 
scarcities have been overcome, are not readily recorded by the figures. In these 
last years, moreover, with increased competition, customers have expected closer 
working to specification, more variation to meet particular requirements, and 
earlier delivery, and this has meant shorter runs of production. In addition 
increases in that part of our output which consists of services show up in the 
figures only if they are provided by increased staffs being engaged. It is hard 
to measure the effect of these factors. Certainly they suggest that the figure of 
2-2 per cent mentioned in paragraph 103 under-estimates the effective increase 
in output; but they apply only to some sections of activity, and the check to 
the rise of output which set in early in 1956 seems to have been too abrupt as 
well as too general for them to account for much of it. 
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105. But it may still be asked whether we could really expect output to go on 
rising year after year as fast as it did in the time of reconstruction, from 1948 
to 1955. The rate of 3-3 per cent per annum achieved then is higher than the 
record here or in other countries generally shows, except in special circum- 
stances, such as when industry is recovering from the dislocations of war. For 
an industrially developed and thickly populated country, 2^ per cent has been 
a good rate. In any case it seems probable that the rate achieved from 1948 to 
1955 would have been checked before long: because only part of it came from 
a rise in output per head, and for the rest it was made possible by an increase 
of 5 per cent in the working population, which is thought to have come largely 
from more married women working and more elderly people staying on in jobs. 
Obviously there are limits to these sources of additional labour. We do not 
know how near to these limits we were in 1955, but they cannot have been 
responsible for the check to output since clearly they were never reached. On 
the contrary, from 1956 to 1958 the numbers of unemployed increased; the 
number of unfilled vacancies notified to the Employment Exchanges showed a 
downward tendency, and the average number of hours worked per week by 
men in manufacturing industry declined. The number of people at work was 
no higher in 1958 than it had been in 1955. These things are not what we 
should find if the demand for labour had been outrunning the supply. 

106. We conclude that we cannot simply assume that the 3 • 3 per cent annual 
rate of growth of total output which ruled for 1945 to 1955 could have been 
maintained thereafter, and that our output could therefore now be readily 
increased to almost 14 per cent above the 1955 rate. It seems hkely that the 
return to a more normal rate of growth and the hmitation on the increase of 
the labour force would have checked expansion even if the available resources 
had continued to be occupied fully. But in fact we know they were not : not 
only were fewer people at work by the end of 1958 but it was evident that 
considerable unused capacity existed in many parts of industry. The actual 
check to the growth of output must have come from the side of demand. 

107. This may seem strange since the total spent in the home market went on 
rising, even though not so fast as before. From 1948 to 1955 it had been rising 
on the average by 7 - 1 per cent a year; in the next three years it rose first 6'4 
per cent, then 5 ■ 5 per cent and then 3 ■ 1 per cent. But meanwhile unit costs 
and prices were continuing to rise, so that these increases in money expenditure 
bought much smaller increases in the quantity of goods and services. 

108. How did these changes come about? The rapid rise in total expenditure 
down to 1955 resulted in part from one process which persisted strongly after- 
wards — the raising of pay, which in practice had carried with it a rise in profits 
in much the same proportion. This process has two opposite effects on sales 
in the home market. On the one hand it raises money incomes and so (subject 
to any changes in saving) enables people and firms to spend more out of pay 
and profits. But on the other hand, unless productivity has been rising mean- 
while, it raises costs and prices equally: except in so far as rising productivity 
keeps down the rise in unit costs, the rise of expenditure that higher pay and 
profits bring will encounter equally raised prices, and buy no more and no less 
than before. Down to 1955 more was in fact being bought year by year in the 
home market. This was so partly because another process was at work through 
other channels to raise expenditure faster than the rise in pay and profits alone 
would have raised it. 
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109. These other channels are mainly three. Firstly, total expenditure is 
raised in so far as the amount which is being spent on investment at home runs 
above the voluntary savings applied to it. Secondly, it is raised in so far as current 
government spending exceeds the amounts which are collected by government 
from taxpayers and ratepayers. Thirdly, it is raised in so far as the amount 
spent on imports falls short of the amount which other countries are spending 
on our exports. At any one time the flows through these channels may 
be running in different directions, but if on balance they are pouring more 
into current expenditure in the home market than they are taking out of 
it, then total expenditure will rise, and may buy more output despite higher 
prices caused by rises in pay and profits. If, on the other hand, the outflow 
from these three channels begins on the whole to diminish, wliile the rise in pay 
and profits goes on and continues to raise prices, the output that can be sold 
will rise more slowly or cease to rise altogether. This seems to be what happened 
after 1955. 

110. The change seems to have come through the first channel. In 1956 the 
other two were tending to raise total expenditure: central and local government 
authorities were running a smaller surplus in 1956 than the year before, and the 
balance of payments showed a substantial surplus instead of being in deficit as 
it was in 1955. But there is no doubt of the check: industrial output which 
had been rising steadily tlirough 1955 flattened out abruptly in the first quarter 
of 1956, and in that year as a whole our home output of goods and services was 
only 1^ per cent above that of 1955. The check can only have come through 
the first channel, that of savings and investment. 

111. In fact various measures had been applied to this channel in 1955. 
Early in that year Bank Rate had been raised by two stages from 3 to 4^ per cent. 
In July the banks were asked to bring about a substantial reduction in their 
advances ; at the same time the terms of hire purchase were made less attractive. 
In the autumn investment allowances were suspended, and new issues and 
borrowing by local authorities were restricted. Further restraints were imposed 
on hire purchase. Early in 1956 Bank Rate was raised to 5^ per cent. There is 
general agreement that these measures restrained investment, though rather 
patchily and slowly, and as much by their psychological influence on business 
expectations as by their direct effect. What they achieved was a slowing-down 
in the rising rate of investment rather than a positive check ; investment still went 
up by more than. 8 per cent from 1955 to 1956, and more than 10 per cent from 
1956 to 1957. This may have been due to a strong expansionist feeling at the 
time, and to the extent to which firms were already committed to long-period 
programmes. But it is significant that though industrial buildings completed 
and machine tools delivered both rose in 1956, the building starts and the home 
orders on hand for machine tools both fell. None the less it must be through a 
rise in savings that the immediate check came. The 1955 measures encouraged 
saving through offering higher rates of return, putting borrowers under pressure 
to pay off overdrafts, and checking hire purchase. An increased tendency to 
save may also have been appearing at this time for other reasons : at least we 
know that personal savings were nearly twice as big in 1956 as they had been 
in 1954. 

1 12. So far 1956. But in 1957 the second channel of reduction in expenditure 
which we noted also had some restraining influence, for the combined surplus 
of central and local government went up in that year by £240 million. The 
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third channel, that of the balance of payments, still played no part, since the 
surplus on current account actually rose in 1957. But the volume of our exports 
rose less than in recent years, and this must have held back the growth of output 
and employment in the particular industries concerned. 

113. Output rose in the first half of 1957, but then powerful forces came to 
bear. The continued rises in prices and particularly in rates of pay had led in 
the summer to a loss of confidence in the pound sterling, at home and abroad, 
which had to be met by new measures. A ceiling was placed on bank advances. 
Bank Rate was put up from 5 to 7 per cent, and the programme of government 
capital expenditure was cut so that through the next two years it should not 
exceed the level of 1957. Meanwhile, business activity in North America showed 
signs of a setback which in 1958 became for a time a sharp decline; and primary 
producers overseas, hit by the fall in the prices of their produce since the spring 
of 1957, began to reduce their purchases of our exports. Investment in the 
building up of stocks and work in progress at home fell sharply. It was the 
coincidence of these factors which was responsible for the general setback in 
United Kingdom activity in 1958; for the first time there was an actual fall in 
the number of people at work, in investment, in exports, and in the total output 
of goods and services. We cannot tell how much was due to the particular 
measures of 1957, and how much to the fall in our exports and the psychological 
effect of the sight of recession overseas. 

114. The rise in output before 1956 came about both because more men and 
equipment were employed and because output per head went up. The check 
since then has also operated through both factors. It has been estimated that 
output per person employed in industry rose by 17 per cent between 1949 and 
1955, but by 1958 it had not risen by more than another 2 per cent. Probably 
it would have slowed down in any case. It is likely that in the early post-war 
years new equipment was mainly of a kind to raise output as directly and 
quickly as possible; after the most immediate needs had been met, more invest- 
ment is believed to have been devoted to amenities, to improving performance 
in ways that do not raise the count of output, and to long-term programmes 
which yield little in their first years. But much of the check to productivity 
must have been due simply to the check to demand. Where output has fallen, 
the number of employees has not fallen in equal proportion, mainly because 
many kinds of labour form part of the overheads of a business, but also because 
of the tendency in industry towards greater continuity of employment. This has 
more than offset what has been done at the same time, under the pressure of 
greater competition, to raise output per head by eliminating waste and improving 
organisation. In all, restraint of demand as a means of checking the rise of 
costs has shown the drawback that it slows down the rise in output per head 
which makes for lower costs. 

115. Our answer to the question, what has caused the check to the rise of 
output, may now be summarised as follows : — 

(a) Restraints on investment imposed in 1955 operated from early in 1956 
to prevent the flow of expenditure in the home market from continuing 
to rise as fast as it had been doing. 

(b) The effect of the check to investment expenditure was reinforced by a 
rise in personal savings. 
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(c) In 1957 it was also reinforced by a rise in the surplus on current account 
of central and local government. 

{d) This check in the rise of money expenditure was accompanied by a 
continued rise in pay and profits bringing higher prices with it so that 
the output which the money expenditure would buy rose more slowly 
still. 

{e) A crisis of sterling in 1957 led to further restraints on investment. 

(/) From the second half of 1957 onwards our exports were depressed 
mainly through the reduction of purchases by primary producers whose 
own exports had fallen in price. 

(g) At the same time a recession in North America also increased the 
difficulty of selling overseas and depressed expectations at home. 

116. In our view it was the conjunction of restraints on investment with higher 
savings that was immediately responsible for the check to output in 1956-57, and 
though events abroad played a powerful part in 1958 some of the setback to out- 
put in that year must also be attributed to the further restraints imposed in the 
autumn before. Since there was no other method available for checking inflation 
this succession of restraints was inescapable. In 1955 our balance of payments 
was in trouble. In 1957, at a time when our output was rising again, the continued 
and conspicuous raising of rates of pay, such as hitherto entailed similar in- 
creases in profits and prices, gave rise to a widespread distrust of the pound 
sterling, not only abroad, but also on this occasion at home. In those circum- 
stances action had to be taken. It is evident tliat the method of restraining 
demand has serious disadvantages; we believe that there would be a great gain 
in finding some other way of avoiding a continuous rise in pay, profits and 
prices, and we give our next chapter to a survey of proposals which have been 
made to this end. But a better way of preventing the progressive rise has not 
so far been found and it is therefore to this rise that the ultimate responsibility 
for the check to output since 1955 must be ascribed. 
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Chapter VI 



A Policy for Money Incomes: a Survey of Proposals 

I. 

1 17. The Council’s first report pointed out that the one big failure in the 
economic field during the post-war years had been the failure to bring the rise 
in prices under control. The constant rise in retail prices inevitably led to 
claims for pay increases and the grant of such increases led to a further rise in 
prices and thus the process went on. It is not easy to arrest the momentum of 
this process, and once it is under way rises in pay may do no more than catch 
up with the rise in the cost of living since the last pay settlement. However, the 
comparative steadiness in the retail price index over the last eighteen months 
means that there are now few whose pay has not caught up with the cost of 
living. The time may therefore be opportune to consider some of the proposals 
that have been put forward for dealing with the other processes which can 
operate to push money incomes up faster than output, even when there has been 
no preceding rise in the cost of living. To put a stop to this excessive rise in 
money incomes is one of the essential conditions if we ate to obtain the objec- 
tives indicated in our terms of reference, “ full employment and increasing 
standards of life based on expanding production and reasonable stability of 
prices ”. 

118. The persistent rise of pay, profits and prices since the war has been 
possible only because, in conditions of full employment and high demand, 
employers faced with pay claims have known that they could readily cover 
higher unit costs and still maintain their profit margins by raising prices. 

119. Since the process is a continuous one of pay and prices pushing each 
other up, it can be attacked at two points— either by reducing the pressures for 
pay increases or by limiting the ability of employers to raise prices. This may 
be done by preventing excess demand from developing, or by cutting demand 
back when inflation has appeared. The cutting back of demand was the remedy 
this country had to employ from 1955 onwards with the results described in the 
previous chapter. Perhaps, now that the continuity of the spiral has at last been 
interrupted, we may be able to combine full employment and reasonable stability 
of prices without adopting any new procedures. But experience so far has 
seemed to confront us only with a harsh choice between steadier prices with 
slower growth and less employment on the one hand, and expansion with full 
employment accompanied by inflation, toppling periodically into crisis, on the 
other. We should improve our chances of getting the best of both worlds and 
maintaining steadier progress, if the pressures for undue pay increases and the 
ability of employers to concede them through raising prices could be restrained 
directly. This chapter sets out some of the proposals which have been put 
forward to that end. 

120. Such proposals need to look to profits as well as to pay. Although 
experience does not indicate that profits provide any independent push to the 
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inflation of prices, raising prices to maintain profit margins when costs rise is 
an essential part of the inflationary spiral. Moreover, proposals for restraining 
the rise of pay are only likely to gain acceptance if there is some assurance that 
a rise in profits will also be restrained. 

121. We should point out three limitations on what we have to say. Firstly, 
we shall not discuss whether the proposals we mention could be introduced 
here and now. We recognise that many of them would be most unlikely, at 
present, to be accepted by some of the interests concerned. Still, attitudes do 
change, and we have not excluded any suggested solution merely on the ground 
that it would not be accepted now. Secondly, we shall not attempt to review 
in detail the experiences of those countries which have already developed 
procedures on these lines. The most outstanding impression so far is that such 
countries have not been noticeably more successful than others in moderating the 
rise of money incomes and prices. Chart 8 indicates how similar the movements 
in pay and prices have been in countries whose methods of adjusting rates of 
pay are very different. Some of the procedures developed abroad may come 
to work better with experience and they deserve continuing study, but this is 
beyond our present scope. Thirdly, our aim is simply to set out the proposals 
and some of the difliculties they raise without ourselves passing any judgment. 
For brevity’s sake we do not preface every sentence by “ it is suggested ”. But 
we emphasise that we are neither advocating nor rejecting any of these proposals. 
Our object is simply to give a conspectus of the field. 

122. As we have indicated in paragraph 119, there are two main lines of 
approach. Firstly there are those proposals which would limit the employer’s 
ability to raise rates of pay because he can simply raise prices to cover them. 
Secondly, there are proposals for influencing the agreements and decisions by 
which rates of pay and profit are arrived at in individual industries so as to 
keep the total within a nationally acceptable figure. We consider these in turn. 



II 

123. The first group — the proposals for checking the raising of prices — are 
based on the view that the employer’s belief that he can charge more for his 
goods is a key to the movement of pay and profits. Employers who have more 
orders than they can meet may well feel that they can raise prices without losing 
business, especially since they will see other firms doing the same. In these 
circumstances they will think it cheaper to raise pay and prices than to face a 
strike. They may still think so even when there is unused capacity in an industry, 
if each knows that all the others will be following the same course. This is not 
likely to happen in industries which are extremely competitive, largely de- 
pendent on exports, or are particularly open to competition from imports. 
But in other industries it may well happen that firms which have no price-fixing 
agreements and are, generally speaking, competitive, will treat a pay increase 
like a rise in the price of a raw material, and all put their prices up in much the 
same degree. Though the sector in which this can happen is limited, it may be 
big enough to make it hard for the rest not to follow suit. It has accordingly 
been suggested that increases of price should be prevented or discouraged so that 
employers will know in advance that they cannot simply pass higher rates of 
pay on in higher prices. As productivity improves real incomes can be raised 
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either by reducing prices, or by raising money rates in line with productivity, 
or by something of both; but employers will no longer be wiUing to give the 
illusory rise that is destined to be cancelled out by higher prices. We have 
noticed three proposals under this general heading. 

124. The first would operate indirectly on prices by some control of profits. 
The difficulty here is that the action to be checked is that of employers in 
raising prices to cover a rise in money rates of pay and such rises in price may 
take place without widening profit margins. 

125. The second proposal would control price rises directly and its advocates 
would argue that full employment without inflation is so important that it would 
justify the establishment of general price control in peace-time. Experience 
has shown, however, that price control is cumbrous, arbitrary, and very difficult 
to enforce. It is difficult to enforce partly because it means stopping buyer and 
seller from dealing with each other on terms which both are willing to accept; 
and partly because of the immense variety of peace-time production, and the 
great difficulty of bringing changes in design and quality into account. Moreover, 
a general price freeze would not do, since rises must be accepted as legitimate 
where they cover higher import costs or a higher rate of pay needed to attract 
or retain labour in a particular industry. The enforcement of such price control 
therefore requires not merely the usual investigation of costs, but an inquiry 
into the reasons for any rise of pay which has raised costs. 

126. The third proposal under this head would not attempt to enforce general 
price control but would aim only to establish the facts behind individual price 
increases and would have no sanction but the force of informed public opinion. 
For example, it has been proposed in the United States that a commission 
should be set up with power to investigate price increases of certain types which 
were referred to it, and to publish a fact-finding report. If the rise in prices went 
with a rise in pay, the commission would presumably have to show whether 
that increase outran any rise in productivity and whether it was needed to 
attract or retain a particular type of labour, or was simply another twist of the 
inflationary spiral. Presumably, also, the commission would have to consider 
the rate of profit in the industry, and show whether a rise in cost could be absorbed 
out of the profit margin without raising price, while still leaving an adequate 
return. Such an investigation might be long and complex, for the sort of reasons 
set out in para. 125. Since the commission would have no power to make any 
order, the effect of its reports might be slight unless public opinion thoroughly 
accepted the principle that a rise in pay or profits is not necessarily a sufficient 
reason for raising prices. Nevertheless, any employers considering settling a 
pay claim and covering the rise in cost by higher prices would know that they 
were liable to public investigation. Negotiators would have to bear in mind the 
criteria the commission was likely to apply; and the line it took on cases which 
went before it would influence the attitude of employers, workers and the public 
to future claims. 



Ill 

127. We now come to the second main group of proposals, those which aim 
to iiffiuence the decisions by which particular rates of pay and profit are 
arrived at. If total pay and profit do not rise too much, then prices will not 
either; but the proposals must take account not only of the totals but also 
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of differences between the movements of different rates, since unless these 
are agreed each group will try to better its own relative position and the com- 
bined efforts of all will make it impossible to keep the total within bounds. 
These proposals are of two kinds : those which envisage some central machinery 
for co-ordinating decisions and those which aim rather to create conditions in 
which the separate decisions, will be more likely of themselves to conform with 
the limits set by the common interest. 

128. One proposal is for a national conference representing the trade unions, 
the employers’ associations, the boards of the nationalised industries, and 
probably also the government, as being responsible for national economic 
policy. We would point out here that the setting up of such a body would 
involve a reconsideration by the government of the various roles which it 
plays in wage negotiations at present, as a big employer in its own right, as 
ultimately responsible for the nationalised industries, as a conciliator, and as a 
government with an economic policy. 

129. At its least ambitious, the conference would meet perhaps two or three 
times a year simply for the exchange of information and opinion: the govern- 
ment would give its appreciation of the current situation and draw inferences for 
the com'se pay and profits should follow; the others would be able to comment, 
and raise issues that concerned particular interests. No commitments would 
be made and the parties would resume their dealings with one another through 
the same channels as now. But they would have joined in a discussion of the 
common interest, they would be more conscious of the national implications of 
particular decisions, and those who subsequently set out themselves to do what 
the discussion had shown to be contrary to the general interest would have to 
explain why they should be exceptions. But this would be of little practical 
value, and might merely separate the national leadership of employers’ associa- 
tions and unions from their members, unless the latter could be kept fully 
informed of all the considerations which had guided the conference. 

130. A more ambitious suggestion is that a conference of this kind might 
negotiate and reach conclusions about the courses which ought to be followed, 
even though these conclusions would be only for the guidance of those con- 
cerned in their subsequent negotiations in particular industries, and would have 
no sanction other than public opinion. In Sweden, for example, such a con- 
ference has reached conclusions about the average increase in wage-rates and 
reduction of hours of work which were desirable. If such a conference could 
not agree, the government might itself announce what it considered to be the 
right figure in the light of the discussions. In the separate negotiations which 
would follow, the effect of particular decisions on the common interest would 
then be clearer: if the common interest requires that the average pay increase 
must not exceed a stated figure, anyone who claims more is requiring either that 
someone else should get less or that the common interest should suffer. 

131. The work of such a conference would be easier if the principal pay 
claims for the next period were before the conference together. Not only would 
this help the conference and the claimants to see what all the claims added up 
to, but if the settlements were also synchronised so that any chain reaction was 
avoided, it might be possible for them to cover a longer period. It would also 
simplify the task of giving some guidance about acceptable differentials within 
the general level of pay increases: the recent Swedish conference recognised, 
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for example, that specially low-paid groups should, in the first year, receive more 
than the others. The existing profit margins in particular industries, and the 
level of profits as a whole, would also be bound to come under discussion by 
the conference. The attainment of the results intended by the conference would 
depend not only on the settlements subsequently negotiated in particular indus- 
tries, but on employers not raising prices in ways not envisaged by the conference. 

It would also depend on the willingness of employers, in conditions of high 
employment with many unfilled vacancies for particular types of labour, to 
refrain from bidding up pay above the agreed rates. For these reasons the 
employers would be as fully committed as the unions both in discussion at the 
conference and in the subsequent application of its decisions. 

132. In considering these proposals it must be remembered that in this country 
the national organisations of trade unions and employers’ associations have no 
power, at present, to negotiate for their members, to commit them to following 
any principles, or to control the course and outcome of their negotiations in any 
particular industry. Even the executives of particular unions and associations 
feel that they cannot move too far ahead of their members : it would not be 
enough for them to speak in their personal capacity, they must also, if the 
agreements reached were to have any real influence on events, be speaking the 
mind of their members. One substantial claim pressed above the agreed general 
level might bring the whole down. There is also the risk that a figure agreed on 
as a permissible average increase in pay would come to be regarded as a mini- 
mum; it would then merely be a starting point for particular claims for higher 
rates, pressed as strongly as before. A further difficulty which has been sug- 
gested is that any common plan meets special problems in the United Kingdom 
both because of the great complexity of the institutions which it has developed 
for its industrial relations through a long course of history, and because of the 
scale of the economy, the size of its main industries and the variety of their 
problems. The fear has also been expressed that if some co-ordination of wage 
negotiations were achieved it would increase the risk of disputes on a wide front. 

133. The proposals we have so far reviewed do not involve the grant of 
statutory powers, but it is sometimes suggested that Parliament might set up 
government agencies to establish or enforce pay structures as has been done 
elsewhere. In Australia and New Zealand, though industries are encouraged 
to reach their own agreements, in practice the major decisions are made by 
courts of arbitration or commissioners. These arrangements only work as they 
do because they are accepted in practice by employers and trade unions who, 
though they complain of particular features, are far from wanting to abolish 
the system as a whole. In other countries, statutory agencies have been set up 
to enforce application of rules for adjustments of pay which are tltemselves 
based on discussions between the major interests, and on government directives. 
This sort of procedure has been followed since the war in the Netherlands and was 
followed in the United States during the war. 

134. We come now to the second class of proposals within this group— those 
■which aim to keep the increase in total incomes within bounds without bringing 
the various claims together before any central body. In effect they set out to 
improve the procedures and principles followed in reaching particular in- 
dependent decisions, so that the outcome of them all, taken together, is more 
likely to be in line with the national interest. There are evident attractions in 
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proposals which neither call for new institutions, nor require existing bodies to 
give up their present accustomed autonomy. 

135. One such proposal derives from the argument that industry-wide 
bargaining makes it too easy for employers in industries not subject to much 
outside competition to agree to a rise in pay that they will cover by all raising 
their prices. The broad effect of this proposal would be to restrict the scope 
of the industry-wide bargaining to the enforcement of a minimum rate; and the 
fixing of rates above the minimum would be left to negotiations by the manage- 
ment of each firm or plant with the unions representing the employees. It is 
recognised that in many industries nowadays most employees are paid above 
the negotiated rates and that their actual rates are in varying degrees decided 
by each individual management or agreed by it with its workpeople. To this 
extent the arrangements proposed would merely formalise what already goes 
on in many places. It would be essential, however, that rates above the mini- 
mum should no longer rise automatically whenever the mmimnm rose. Each 
firm, in negotiating its own rates, could raise pay without having to raise prices, 
as its productivity increased. But it could no longer assume that if it made 
concessions which involved raising its prices its competitors would all be doing 
the same. Of recent years it has often been argued in wage negotiations that 
since the rates actually paid have, in practice, risen above the negotiated rates, 
the negotiated rates should be raised so as to bring them on to a more realistic 
basis, but when this has been done it has been found that aU the rates actually 
paid have gone up too. This would be so no longer once the negotiated rate 
became simply a minimum. But the agreements made in the various firms in 
an industry would have to be genuinely independent of one another; if it came 
to be accepted that the lead given by “ key bargains ” in particular firms was 
generally followed, the disadvantages of industry-wide bargaining would have 
slipped in again through the back door. 

136. Another proposal for restraining pay increases without central co- 
ordination would employ some principle for the automatic adjustment of rates 
of pay. For example, during a certain period rates might be raised each year 
by a percentage related to the expected increase in output per head in the 
industry concerned. During the fixed period no claim would be made for more, 
though it would probably be necessary to include either a cost of living sUding 
scale, or a clause allowing re-opening of the agreement if the cost of living rose 
more than a certain amount. Agreements of this kind are possible only in 
industries which have a measurable product and real scope for raising output 
per head: if generally adopted there, they are likely to set the pace for pay 
increases elsewhere that will mean higher prices. Thus the general price level 
would rise as time goes on ; though it is claimed that this rise would be much 
less than has actually occurred under full employment hitherto. Another such 
proposal would divide the net proceeds of an industry between pay and profits 
as was done in the coal industry through the inter-war years. Accountants 
representing management and workers would jointly ascertain each quarter the 
aggregate net proceeds (i.e. the excess of sales over standard pay, standard 
profits, and the cost of materials and services) for the firms concerned. A fixed 
share of these net proceeds would go to raise pay, and all firms, whatever their 
own profitability, would increase their rates of pay for the next quarter by the 
appropriate amoxmt. The size of the share of net proceeds to be assigned to 
pay would be a matter for negotiation. If changes in pay were made solely on 
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such a plan, save for any safeguard against a rise in the cost of living, then pay 
would rise when higher sales brought increased net proceeds, and also when 
productivity rose, provided all the benefit of this was not passed on in lower 
prices; but there could not be rises in pay that initiated higher prices. It would 
remain possible, however, in an industry whose market could evidently bear a 
higher price for the product, for leading fcms to raise prices with a consequential 
increase of pay, and their employees might press them to do so. 

137. Two Courts of Inquiry in recent years have urged the need for an inde- 
pendent body to give guidance on the probable effects of particular pay settle- 
ments on the whole economy. It would in any case be easier for Courts of 
Inquiry to take the public interest into account if their terms of reference were 
widened to cover the general economic consequences of any settlement they 
might envisage. 

138. A final proposal would provide guidance for independent pay settle- 
ments by the adoption of what might be called a Highway Code for money 
incomes, setting out some principles which those who take particular decisions 
should follow to ensure that their actions are consistent with the common 
interest. The grounds on which changes in pay have been claimed are in 
practice comparatively few — e.g. the cost of living, profitability, productivity, 
comparisons with pay elsewhere. Through aU the variety of circumstance there 
run certain common considerations. The Code would help in evaluating the 
force of these considerations in particular cases hy asking what the consequences 
would be for the progress of the whole economy if changes were generally based 
on them. It could not cover all the considerations relevant to each case, still 
less indicate the exact settlement appropriate, and it could have no binding force, 
but it would raise the questions that need to be put in assessing claims in the 
light of the common interest. 



IV 

139. We would stress again that nothing we have said above should be read 
as conveying that we approve or disapprove of any particular proposals. We 
have not sought to reach any conclusion as to whether in this country the 
adoption of any one of them would be practicable and desirable. We recognise 
that none is likely to be successful unless it can secure general support in industry 
and that at the present time some of the Interests most concerned would reject 
out of hand some of the proposals we have summarised. None the less we 
have no doubt that the objective summarised in our terms of reference, of 
achieving a high level of output and employment without the persistent tendency 
to inflation which has troubled us in recent years, commands general acceptance. 

140. The proposals are all aimed at this objective: it is with the purpose of 
promoting more discussion of how it can be achieved that they have been 
brought together here. There have been indications from various quarters that 
many of those most directly concerned would welcome discussion of all matters 
calculated to attain that objective and to improve industrial relations generally. 
We hope that if such discussions take place, the summary we have prepared 
may be of use to those taking part in them. 
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Chapter VII 



Summary 

FACTS AND FIGURES (CHAPTER II) 

Prices 

1. The index of retail prices has not altered very much over the last eighteen 
months. Food prices were no higher in June, 1959 than in June, 1958, The 
cost of housing continued to go up while prices of alcoholic drink and durable 
household goods fell (paragraphs 17-19). 

2. The price indices covering the rest of the country’s output have remained 
steady in recent months. The wholesale price index of manufactured goods did 
not reflect the earlier fall in raw materials prices and it appears that the fall has 
been offset by increases in money incomes (paragraph 20), 

Incomes 

3. In 1958 incomes from employment rose by 4 per cent and other incomes 
(including gross profits, incomes from self employment and rent) rose by U per 
cent. Gross company profits fell, but dividends rose. In the first quarter of 
1959 other incomes were up proportionately more than incomes from employ- 
ment (paragraphs 21-22). 

4. The index of weekly wage rates was 2 ■ 9 per cent higher in June than a year 
before and had risen only a little since the beginning of 1959. Earnings rose 
less than wage rates between October, 1957, and October, 1958, but more between 
October, 1958, and April, 1959 (paragraphs 23-24). 

Production 

5. National output and industrial production fell by 1 per cent in 1958. 
Industrial production began to rise in 1959 and by May was up by about 41 per 
cent on a year before (paragraphs 25-26). 

6. Output per person is rising again (paragraphs 27-28). 

Employment and Unemployment 

7. Employment in May, 1959, was still below the level of a year ago but the 
numbers registered as unemployed began to fall after January, 1959. By June 
tlie^ average unemployment rate was down to 1 * 9 per cent, although in some 
regions the rate remained high. The duration of unemployment tended to 
increase as the total numbers unemployed increased (paragraphs 29-32). 

8. In March, 1959, more than half the unemployed men over 18 years of age 
were labourers and very few vacancies were notified for light labourers (para- 
graphs 33-34). 

9. In January, 1959, the ratio of unemployed to vacancies was 4 : T by June 
It had fallen to 1| : 1 (paragraph 35). 
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Production and Incomes 

10. All the main kinds of money incomes, except company profits, rose faster 
than output in 1958. Company profits began to rise again in 1959 (paragraphs 
36-37). 

Consumption and Investment 

1 1 . During the past year taxes have been lowered, personal borrowing has 
been made easier and consumption has risen. Public investment was held back 
in 1958 and is expected to go ahead more quickly in 1959. Private investment 
is not expected to increase much in 1959 (paragraphs 38-42). 

Trade and the Balance of Payments 

12. Last year the volume of imports rose relatively to the volume of exports 
but there was a surplus on current account in the balance of payments because 
import prices fell more than export prices. In the first half of this year the 
volume of imports was up by 7 per cent and the volume of exports by 3 per 
cent (paragraphs 43-44). 

13. The surplus in 1958 on current account in the balance of payments is 
unlikely to be reached again this year unless exports rise substantially. The 
gold and convertible currency reserves stood at £1,133 million in June, 1959 
(paragraphs 45-49). 

International Comparisons 

14. Countries whose methods of adjusting rates of pay are different have 
experienced similar movements in pay and prices (paragraphs 50-51). 



RECENT DEVELOPMENTS AND THE IMMEDIATE PROSPECT 
(CHAPTER III) 

15. Over the last year restraints have been progressively removed and 
important measures have been taken to stimulate expansion. Until the spring 
of 1959 activity on balance declined but the recovery in the United States joined 
with the measures of expansion here to produce a marked improvement from 
March onwards (paragraphs 52-58). 

16. Since the 1957 crisis was a crisis of confidence, it was essential to move 
gradually in stimulating re-expansion. There is now evidence of restored 
confidence (paragraph 59). 

17. The main weapon of expansion has been increased consumption. Total 
fixed capital investment was stationary throughont 1958 and private investment 
in manufacturing industry declined (paragraph 60). 

18. Investment allowances do not much affect the timing of investment by 
big firms but may well bring forward that by smaller firms (paragraph 61). 

19. The long-term rate of interest seems likely to be holding some forms of 
investment back, but action to bring it down can hardly succeed while the 
public’s desire to hold fixed interest stocks is vulnerable to fears of renewed 
inflation (paragraph 62). 

20. The recovery of private investment has depended mainly on the revival 
of confidence and the taking up of unused capacity (paragraph 63). 
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21. The index of retail prices has been virtually stable for 18 months, the 
fall in world commodity prices having offset continued, though smaller, rises in 
pay. Prices seem likely to remain fairly steady and this offers an opportunity to 
break away from the inflationary spiral (paragraph 64). 



22. The prospects over the next twelve months can be assessed by setting the 
prospective expenditure over against the possible output (paragraph 65). 

Of the elements in total expenditure it seems likely that personal con- 
sumption wUl go on rising, government current expenditure will not alter 
significantly, total fixed capital expenditure will increase and stocks may 
rise somewhat (paragraphs 66-67). 

The fact that there will probably be a smaller rise in the reserves to be 
financed will afford some elbow room to the Government’s borrowing 
programme (paragraph 68). 

There seems no reason to expect that voluntary savings will fall short of 
investment (paragraph 69). 

A smaller though still substantial surplus in the balance of payments on 
current account is to be expected in 1959 as compared with 1958 (paragraph 
70). 



In all, by the end of 1959, expenditure seems likely to be 4 per cent or 
above the level of the end of 1958 (paragraph 71). 

The figures for capital investment since 1955, and the recent estimates of 
unused capacity, coupled with the employment figures, suggest that output 
can be raised to match this expenditure (paragraph 72). 

23. No exact judgments are possibie in this field. Further measures of 
expansion are readily available if needed. If inflationary pressures should 
reappear they should^ checked promptly (paragraph 73). 

24. Employment isjflikely to rise as much as output (paragraph 74). 

25. The resulting rise in output per head means lower unit costs and offers a 
valuable opportunity to reduce prices. Real incomes would then be raised 
without pushing up money incomes and the prospects of avoiding a renewal of 
the inflationary spiral would be improved (paragraph 75). 

26. If unit costs fall but prices are not reduced, either profit margins will be 
increased or there will be room for some rise in pay without raising prices. If in 
industries whose productivity increases some incentive rise in pay and profits is 
combined with price reductions, there should be room for pay increases in other 
industries without raising the general price level (paragraph 76). 

27. Claims for shorter hours generally have the same sort of effect in raising 
costs as claims for higher pay. But if productivity increases, increased leisure 
is a natural way of realising part of the gain (paragraph 77). 

28. The opportunity should be seized to raise output and real incomes 
without renewing the spiral of rising pay, profits and prices, which must end in 
another setback (paragraph 78). 



THE LONGER VIEW (CHAPTER IV) 

29. Movements in pay, profits and prices in the United Kingdom appear to 
have been part of a general trend. As a trading country the United Kingdom 
is closely affected by changes in the international setting (paragraphs 79-81). 
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30. A fall in world commodity prices reduces our import bill but also the 
ability of primary producers to buy our exports. No further significant fall in 
these prices seems likely but they are not likely to return to the post-war peak 
(paragraph 82). 

31. United Kingdom exports have in recent years shifted towards engineering 
and chemical products which are of growing importance in world trade. The 
areas of high industrial growth are the most rapidly expanding markets but a 
large proportion of the United Kingdom’s exports goes to primary producing 
countries. Our exports to Europe are open to the effect of the Common Market. 
The proposals for associating the United Kingdom with another group are 
welcome as a reduction of trade barriers and as a potential bridge to the wider 
association. United Kingdom exporters appear to be meeting increased com- 
petition in overseas markets ; this makes it the more important to avoid another 
spell of inflation (paragraphs 83-85). 

32. Figures of the proportion of national output devoted to investment in 
recent years indicate that the United Kingdom is not investing as much as some 
other countries. For several reasons our relative position may be better than 
these figures show. But it has been urged on a number of grounds that the 
United Kingdom ought to improve its rate of investment. The power of 
investment to raise output is limited unless technical advances are also present. 
More investment also requires more saving. But in an age of rapid technical 
advance the community stands to gain by a high rate of investment (paragraphs 
86-91). 

33. We welcome the action of those firms who are giving a lead in reducing 
prices and we t hink the Restrictive Practices legislation marks a significant and 
valuable development of public policy (paragraph 92). 

34. We include certain information bearing on the additional cost of calcu- 
lating depreciation at replacement as compared with Mstoric cost (paragraphs 
93-94). 

35. It is open to question how far companies should provide for physical 
growth out of profits, especially since the result may be to prevent price 
reductions. It is now easier than it was in the post-war years to raise capital on 
the market; ploughing back is therefore less necessary (paragraph 95). 

36. Unemployment has been very much a problem of particular areas in the 
past year, as for many years. Much has been done since the war to provide 
jobs in these areas. This policy should continue to be pressed forward as. 
activity recovers. It must be supplemented by all possible measures for re- 
training workers and helping them to move (paragraphs 96-97). 

37. Training is also important because unemployment is heavily concentrated 
on general labourers. Their difficulties and those of semi-skilled workers in 
finding jobs are likely to be increased as automation develops. There will also 
be an increase in the number of school leavers over the next three years. No 
one who can be trained for something more skilful should enter or remain in 
the class of general labourers. We welcome the contribution of the Industrial 
Training Council to training within industry (paragraphs 98-100). 

38. A number of firms have already, in consultation with the trade unions, 
done a great deal to reduce hardship to displaced workers by giving them 
advance warning of changes, offering other jobs where possible, and supple- 
menting rmemployment benefit for a time (paragraph 101). 
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THE CHECK TO THE GROWTH OF THE UNITED KINGDOM’S 
OUTPUT SINCE 1955 (CHAPTER V) 

39. Both total output and industrial output rose much more slowly from 
1955 to 1958 than they had done from 1948 to 1955. The statistics probably 
under-estimate the rise from 1955 to 1958; nevertheless, it is clear that there 
was a check in 1956. Some check was to be expected, partly because the 
immediate post-war rate of growth was probably higher than could be sustained 
indefinitely, partly because the increase in the working population which went 
with it must, at some stage, have reached its Umit. However, it was not, in 
practice, this limit to the working population which checked growth; from 
1955 to 1958 unemployment increased and the number of people at work fell; 
in addition there was considerable unused capacity. The check to growth must 
therefore have come from the side of demand (paragraphs 102-106). 

40. Down to 1955 expenditure rose rapidly. In so far as this was due to 
increases in pay and profits which also raised costs and prices it did not enable 
more goods to be bought. More goods were bought only because more 
expenditure was flowing in through other chaimels; after 1955 this inflow 
diminished. The diminution came first from restraints on investment which 
were reinforced by a rise in personal savings. In 1957 they were reinforced by 
an increase in the suiplus of taxation over current government expenditure. 
Thus money expenditure was rising more slowly than before and since prices 
continued to rise, the output bought by that expenditure rose more slowly still 
(paragraphs 107-112). 

41. In 1957 the loss of confidence in the pound led to a crisis wliich involved 
further restraints on investment. Their effect was re-inforced by a recession in 
North America and a fall in commodity prices which reduced the purchasing 
power of primary producing countries. Hence the set-back to United Kingdom 
activity in 1958 (paragraph 113). 

42. Not only total output but also output per head was checked in 1955-1958 
(paragraph 114). 

43. The causes of the check to the rise of output are summarised (paragraph 
115). 

44. The restraints which were the main immediate cause of the check to 
output were inescapable because there was no other means of checking the 
progressive rise in pay, profits and prices; this rise therefore bears the ultimate 
responsibility (paragraph 116). 

A POLICY FOR MONEY INCOMES : 

A SURVEY OF PROPOSALS (CHAPTER VI) 

45. The present stability of retail prices has enabled the United Kingdom to 
escape from the price-wage-price spiral and offers a valuable opportunity to 
■consider how in future to avoid the excessive rise in money incomes which takes 
place when prices can readily be raised to cover costs and which compels the 
use of restraints on demand such as had to be employed from 1955 onwards 
(paragraphs 117-120). 

46. This chapter sets out some proposals which have been made for restraining 
the rise of money pay and profits. It does not attempt to reach any conclusions 
about their merits nor does it consider how far they would be acceptable here 
and now (paragraphs 121-122). 
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47. The first group of proposals aims to limit the ability of employers to 
grant pay measures by limiting their power to raise prices to cover them. It 
includes — 

(a) control of profits; 

(b) direct price control; 

(c) establishment of a commission to investigate certain types of price 
increases and report its conclusions for public consideration (paragraphs 
123-126). 

48. The proposals in the second group aim to influence the particular 
decisions which lead to rises in pay and profits in individual industries, either : 

(fl) through some central co-ordinating body; or 

(b) by creating conditions in which the separate decisions will be more 
likely to conform with the national interest. 

Under (a) are various proposals for a conference representing employers’" 
associations, trade unions, boards of nationalised industries and the govern- 
ment. This might simply exchange information and views, or it might reach 
conclusions about the desirable course of money incomes which could guide 
those concerned in individual pay negotiations. Such a conference would also 
be bound to discuss profit margins. Another proposal under (a) envisages a 
government agency with statutory powers to establish or enforce pay structures 
(paragraphs 127-133). 

49. Under 48 (b) are proposals for improving negotiating procedures in 
particular industries : 

(i) by restricting industry-wide bargaining to minimum rates and leaving 
each individual management to negotiate rates above this with the 
unions representing its employees ; 

(ii) by some means for automatically relating rates of pay to, e.g., pro- 
ductivity or profitability in particular industries; 

(iii) by widening the terms of reference of Courts of Inquiry to enable 
them to take account of the effects of particular settlements on the 
public interest; 

(iv) by drawing up a code of principles for the guidance of those concerned 
in pay settlements (paragraphs 134-138). 

All of these proposals, on none of which the Council offers a judgraent, aim 
to combat the inflationary push which comes when money incomes rise faster 
than output. The present time seems propitious for discussion of this question 
(paragraphs 139-140). 

Cohen ( Chairmmi ) 

H. G. Howitt 
E. H. Phelps Brown 



K. E. Boyes {Secretary) 

J. Lane {Assistant Secretary) 
2lst July, 1959. 
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Appendix 

List of those to whom acknowledgment is made in paragraph 12 
Mr. H. S. Booker 
Mr. H. A. Clegg 
Professor Ely Devons 
Mr. J. C. R. Dow 
Mr. Allan Flanders 
Mr. C. W. Guillebaud 
Dr. A. E. C. Hare 
Sir Roy Harrod 
Professor J. R. Hicks 
Professor D. T. Jack 
Dr. T. Johnston 
Professor R. F. Kahn 
Mr, N. Kaldor 
Professor H. S. Kirkaldy 
Mr. H. F. LydaU 
Professor J. E. Meade 
Professor F. W. Paish 
Mr. W. B. Reddaway 
Mr. B. C. Roberts 
Mr. D. J. Robertson 
Professor R. C. Tress 
Mr. H. A. Turner 
Professor Thomas Wilson 
Mr. G. D. N. Worswick 
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